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‘All amounts are expressed in millions of U.S. dollars (except share data) and derived from audited U.S. GAAP 
consolidated financial statements showing the combined results of operations, cash flows and financial position 
of Teleglobe and Excel, after giving effect to the pooling, for all periods presented. The financial nghhene should 


be read in conjunction with these statements which are included in this report. — T1997 | 
1997 


$2,914.2 


Revenues 
Operating expenses” 
Operating income” 


Income from continuing operations” 


Net income” 

Net cash provided by activities of continuing operations 
Total assets 

Long-term debt 


Shareholders’ equity 


Per share® 
Basic earnings per share 


Continuing operations before change in accounting principle 


Net income to common shareholders 0.46 
Diluted earnings per share 

Continuing operations before change in accounting principle 0.48 

Net income to common shareholders®” 0.46 
Dividends per common share $y O42 


(1) Includes $(257.1) in 1998 and $(138.3) in 1997 of other operating items (see Note 5). 

(2) Includes cumulative effect of change in accounting principle of $(65.2), net of income taxes, in 1997. 

(3) Includes in 1997 a loss from discontinued operations and a gain on disposal of discontinued operations of $5.4 and $65.2, 
respectively, net of income taxes. 

(4) Earnings per share for 1998 and 1997 have been adjusted to give effect to the two-for-one stock split effected June 15, 1998. 

(5) Diluted earnings per share reflect the dilution that would have occurred if all second (applicable for 1997 only) and third series 
preferred shares with a dilutive effect had been converted into common shares and all stock options exercised as of January 1. 
(6) In 1998, after-tax other operating items of $152.8 (pre-tax $257.1) had a negative impact of $0.60 on the diluted net income 
to common shareholders. 

(7) In 1997, after-tax other operating items of $91.2 (pre-tax $138.3) had a negative impact of $0.39 on the diluted net income 
to common shareholders. The cumulative effect of the change in accounting principle, which amounted to $65.2 net of income 
taxes, had a negative impact of $0.28, while net discontinued operations of $59.8 million, net of income taxes, had a positive 
impact of $0.26. 


Market segment revenues by geographic area in 1998 


Global wholesale revenues U.S. residential and commercial revenues 
(inbound allocated to regions) 


Marketing Services 


Commercial Wholesale 


6% 


Americas 
7% Presubscribed 


66% 


CUSTOMERS AROUND THE WORLD. 
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essage to Shareholders 


n 1998, we transformed 
aleolohe 


iM expanded the woriadwide 


customer base and local presence of our core 


international telecommunications business. 

The merger with Excel Communications 

strengthened our U.S. position and added 
pictirets worth thousand a powerful retail distribution capability 


for penetrating offshore markets over the 


words, and our new logo illustrates ; 
; coming years. Teleglobe became a truly 


Teleglobe’s transformation into 
a truly global player. The stylized 


TELEG 


globe underscores our worldwide 


presence and focus as we continue 


t trat ket dth : : 

OSI ana a global company, better equipped to seize 

world. Blue is the color of our planet, tremendous worldwide opportunities in 

a dynamic industry. 

which Teleglobe brings closer ; my : 
Our consolidated revenues increased 

to nearly $3.4 billion in 1998, reflecting the 


merger with Excel as well as internal growth. 


together with industry-leading 


network reach and a broad range 
Net income was $14.9 million, or $0.04 per 


of global connectivity solutions. 


share; excluding non-recurring items and non- 
core operations, it totaled $255.8 million, or 


$0.99 per share. This compares with revenues 
of $2.9 billion and on a recurring basis, net 
income of $221.1 million, or $0.93 per share, 
in 1997. 


365 days of growth 

Teleglobe Communications Corporation 
(TCC) further reinforced its global reach 

in 1998. Licenses were obtained in ten 
additional countries, giving us licenses or 
operating authority in 23 countries. We also 
opened several new business offices for a 
total of 40 in 31 countries. 


harles Sirois and Kenny Troutt 
t “Excelebration 1998”. 


Total international long distance minutes 
increased by 30% to 3.6 billion, with traffic 
growth of 151% and 43% in the United 
States and Europe, respectively. Aggressive 

ost management allowed profitability to 
keep pace with rising traffic in an environ- 
ment of declining prices. Revenues from 
transmission and data services, including 
international Internet traffic, rose 59% to 
$200 million. 

Excel positioned itself for increased 
profitability and growth by completing the 
migration of its U.S. long distance traffic 
to its own facilities. This transition to a 
state-of-the-art network, acquired in late 
1997, reduced operating costs and increased 
pricing flexibility and product branding 
capability. Excel carried 11.8 billion minutes 
of U.S. long distance traffic during the year. 


A world of opportunity 
Liberalization of telecommunications markets 
is proceeding at a brisk pace, opening vast 
new markets. Although competition is also 
increasing, TCC has a proven low-cost 
structure and Excel provides us with 
cost-efficient distribution methods for 
penetrating retail markets. 

International long distance traffic is 
growing 15% annually, according to industry 
research. With our customer base of 450 
carriers in more than 150 countries and 
global network of state-of-the-art fiber- 
optic undersea and terrestrial cable systems, 
as well as satellite transmission facilities, 
we are well positioned to gain market share. 
Our challenge is to reduce transmission 
costs in line with declining prices while 
continuing to offer high-quality, innovative 
products and services. 


The worldwide Internet access market is 
a rapidly growing multi-billion dollar business. 
In record time, we have built a large customer 
base of Internet Service Providers in more 


than 90 countries by supplying connectivity 


Office of the Global Executives 
From left to right: 


Charles Sirois 
Chairman and Chief Executive Officer, 
Teleglobe Inc. 


Paolo Guidi 
Chairman and Chief Executive Officer, 
Teleglobe Communications Corporation 


Kenny A. Troutt 

Vice Chairman, President and 

Chief Operating Officer, Teleglobe Inc. 
Chief Executive Officer and Founder, 
Excel Communications, Inc. 


investments in new high-capacity routers 
and transmission capacity are making our 
North American backbone one of the most 
robust and best connected in the industry, 
positioning Teleglobe to benefit from 
explosive increases in Internet traffic in 
the coming years. 

With Excel, we are targeting revenue 
growth from an established base of several 
million residential customers through 


the introduction of new long distance 


Claude Séguin 


Executive Vice President, Finance 

and Chief Financial Officer, Teleglobe Inc. 
Chairman and Chief Executive Officer, 
Teleglobe World Mobility 


Guthrie J. Stewart 
Executive Vice President, 
Global Development, Teleglobe Inc. 


Nicholas A. Merrick 

President and Chief Executive Officer, 

up2 technologies inc. 

Executive Vice President, Business Development, 
Excel Communications, Inc. 


products and dial-up Internet access services. 
We are also adapting Teleglobe’s successful 
international long distance products for 
sale through Excel’s network of Independent 
Representatives (IRs). Excel’s commercial 
retail business has developed strong growth 
momentum that will be nurtured through 
inew products, including the introduction 
of dedicated Internet access. We expect 
commercial service revenue to continue its 
increase as a proportion of Excel’s total U.S. 
revenue in 1999, 

Outside the United States, we will 
implement Excel’s relationship marketing 
method in other countries, starting in 
early 1999 in Canada, a market we know 
well. We are proceeding with care to achieve 


impeccable execution, while developing 


an implementation blueprint that can be 
adapted to other markets. We will subse- 
quently enter retail markets in other G7 
countries — France, Germany, Italy, Japan 
and the United Kingdom — by leveraging 
our local experience and physical presence. 


Our objective is to gain a 3-5% retail 


ito. and from North America, Current __ market share in each country. 


The achievement of these and other 
objectives will further reinforce our ability 
to sustain revenue and earnings growth in 
1999 and going forward. 

In 1998, we increased our ownership 
in the ORBCOMM Global partnership 
to 50%, reflecting our confidence in the 
market potential of low-Earth-orbit satellite 
communications. The ORBCOMM satellite 
system is designed for specialized data 


and messaging services, an addressable 


worldwide market estimated at 160 million 
subscriber terminals. ORBCOMM has 
successfully launched its constellation of 
28 satellites, including 18 in 1998, allowing 
full focus on marketing and commercial 
deployment. We believe this investment 
represents a hidden long-term value on our 
balance sheet. 


A unified organization 

Our global operations and North American 
retail operations are naturally very comple- 
mentary, with each subsidiary possessing 
specific strengths and market knowledge. 
We do not face the integration challenges 
typical of mergers, since TCC and Excel 
address distinct market segments with 


virtually no overlap. 


To guide Teleglobe forward, we have 
expanded the Office of the Global Executives 
to include Kenny A. Troutt and Nicholas 

\A. Merrick, along with the existing members: 
Paolo Guidi, Claude Séguin and Guthrie J. 


member and Chairman, provides leadership 
in overall corporate strategy and key opera- 
tional areas. It allocates capital and ensures 

that our organization holds common values, 


principles and objectives. 


New shareholders, new directors 
The past year marked several changes in 
Teleglobe’s shareholder base and Board of 


‘Directors. I welcome the former shareholders 


of Excel who received Teleglobe shares as 


part of the merger transaction. I assure you 
ithat when it comes to shareholder returns, 
you are owners of a company in which 
value creation is the top priority. 
Following the merger, A. Michael 
Hainsfurther, T. Allan McArtor, Marvin 
Moses, Gregory S. Oliver, Stephen R. Smith, 
Kenny A. Troutt and John M. Zrno joined 
the Teleglobe Board of Directors, with 
Mr. Troutt as Vice Chairman. The Board also 
welcomed two additional members, Bruno 
Ducharme and John A. MacDonald. These 
new directors and the incumbent members 
are experienced in their respective fields, 
resulting in a strong Board to support 
Teleglobe’s growth and represent 
shareholder interests. 

On behalf of shareholders, I sincerely 
thank the Board members who stepped 


down during the year: J. Brian Aune, 

André Bureau, J.V. Raymond Cyr, George A. 
Fierheller, Pierre MacDonald, Peter G. White 
and Lynton R. Wilson. All have contributed 
to the Corporation’s remarkable progress 
through their counsel and enlightened 


decisions. 


select group of individuals who have earned 
distinction in their fields, met twice in 1998. 
Their role — essential in an environment of 

rapid change — is to provide management with 
an external perspective on developments in the 


global economy and on Teleglobe’s strategies. 


Promising days ahead 
These are extraordinary times in our industry 
as the world evolves towards a global tele- 
communications market. The possibilities 
for creating value are immense, and the only 
limit is that of our collective imagination. 

Teleglobe entered 1999 with significantly 
greater resources and skills to seize 
opportunities in existing and new niches. 
Our success will be determined by the 
degree to which we share know-how, 
accept new ideas and exercise mutual 
respect within our organization, and by 
our commitment and dedication to 
serving our customers. 

I thank all of our employees around 
the world for their valuable contributions 
in 1998. We have a dedicated and motivated 
team of 4,800 employees whose efforts are 
united with those of Excel’s network of IRs 
across the United States and more recently 
in Canada. 

I am confident that Teleglobe’s future 


has never been as promising. 


<—ge 
Charles Sirois 
Chairman of the Board and Chief Executive Officer 
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Chairman and CEO, 
Teleglobe Communications Corporation 
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network growth and product management, 
Teleglobe Communications Corporation 
(TCC) is building a sustainable competitive 
advantage to capture unprecedented oppor- 
tunities in the rapidly evolving global 
telecommunications market. 

TCC isa leader in global connectivity, 
reaching 240 countries and territories through 
the world’s third-largest intercontinental 
telecommunications network. Market pene- 
tration is managed by a regional organiza- 
tion of 40 sales offices in 31 countries, with 
headquarters in the Washington, D.C. area. 

TCC has demonstrated a keen ability 
to anticipate change and seize opportunities 
on a global scale by executing significant 
market moves in record time. Since obtaining 
its first U.S. operating authority from the 
FCC in 1996, the Corporation has more than 
tripled its global traffic profitably despite 
increasing competition. 

In step with worldwide liberalization, 
TCC already holds licenses and other author- 
ity to own and operate facilities or resell 
telecommunications services in 23 countries, 
including the United States, Japan, Germany, 
the United Kingdom and France, the world’s 


five largest telecommunications markets in 
order of size. We estimate that these countries 
alone represent an addressable market for 
TCC of more than $32 billion of international 
long distance revenues. 

TCC provides services and solutions 
through its high-capacity, state-of-the-art 
infrastructure of fiber-optic undersea and 

i aADIC em date ite em 
switching facilities and software. Based on 
recognized product development know-how 
and operational excellence, a wide range of 
voice, data, Internet, video and innovative 
value-added services are offered competitively 
to an expanding international customer base. 


A year of vigorous growth 

Total international long distance traffic 
reached 3.6 billion minutes in 1998, 
compared to 2.8 billion minutes in the 
previous year. Over the past three years, 
TCC’s total international traffic has grown 
at a compound annual rate of 34%. 

The highest growth was recorded in the 
United States where minutes of traffic rose 
151% and accounted for 19% of TCC’s 
international traffic mix in 1998, compared 
to 10% in 1997. 

Leveraging the significant liberalization 
in telecommunications markets in the 
European Union that took effect in 1998, 
TCC increased its European traffic by 43%. 
The European share of TCC’s international 
traffic rose to 22% compared to 20% in 1997. 

Transmission and data services — 
including Internet, international private 
lines and broadcast services — experienced 
explosive growth. Revenues from these 
services, which are not measured in minutes, 
reached $200 million, an increase of 59% 
compared to the $126 million recorded 
the previous year. 


The pace of liberalization in the global 
ttelecommunications industry gained addi- 
tional momentum in 1998. Many countries 
took steps to liberalize their domestic markets 
and facilitate entry by foreign operators, 

in accordance with their commitments in 
the World Trade Organization agreement 
on telecommunications services. TCC 
channeled great energy into capitalizing 

ion these new and timely opportunities. 
Teleglobe captured increasing benefits 
from its prior strategic positioning by adding 
175 new carriers to its customer base in 1998, 
bringing the number to 450 in more than 
150 countries. U.S. carrier customers increased 
ito over 100 and, a year after market liberal- 
ization occurred in most European Union 
countries, over 80 European carriers were 
Teleglobe customers. 

Licenses. TCC has successfully pursued 
new operating licenses throughout 

tthe world. In the European Union, TCC 
reinforced its market position with the 
addition of new licenses for the ownership 
and operation of facilities and the provision 
of voice and data services in newly opened 
markets in France, Ireland, Italy and Spain. 
This augments Teleglobe’s existing European 
operating authority in Denmark, Finland, 
Germany, Iceland, the Netherlands, Norway, 
Sweden and the United Kingdom. 

In the Asia-Pacific region, TCC was 
awarded licenses in Hong Kong and Japan 
to provide international voice and data 
services using direct links interconnected 
with its North American network. In the 
ericas, TCC received authorizations to 


provide data, Internet and corporate voice 
services in Argentina, Colombia, Mexico 
and Panama. TCC anticipates continued 
aggressive acquisition of operating licenses 
in.1999, 

The additional licenses will allow TCC 
to offer services from an in-country point 


of interconnection more convenient to our 


Exp li loball i i : Mitone 


ally, the licenses enable the Corporation 
to reduce its operating costs by facilitating 
selective termination of inbound traffic 
directly into local networks, rather than 
through higher cost international gateways. 

Sales offices. In key markets, TCC 
maintains a local presence through sales 
offices. Organized regionally, they enable 
TCC to service customers in real time, 
delivering on-site response. This regional 
market organization also allows rapid evo- 
lution from sales office to network deployment 
once a license has been obtained. TCC 
builds demand before installing network 
infrastructure, resulting in a quicker 
payback on investment and reduced costs. 

In 1998, sales offices were added 
in Brazil, Mexico and Panama in Latin 
America; Indonesia, Malaysia and Taiwan 
in the Asia-Pacific region; and in 
the Czech Republic. 

USS. sales offices were opened in 
Chicago, Miami and San Francisco, mainly to 
market services to Fortune 1000 companies 
with extensive U.S. and international 
communications needs. This increased 
the number of U.S. sales offices to six, 
exclusive of the 31 Excel offices. 


Global products and customers 
The ability to understand the current and 
future needs of customers and respond 
with innovative products and services is a 
fundamental strength of TCC. Combined 
with leadership in international connectivity, 


etitive advantage in a rapidly changing 


arket and technological environment. 
For example, our first-to-market simplex 
(one way) INTELSAT-based Internet 
access service resulted in Teleglobe 
ecoming the world’s largest provider of 
such a service via the INTELSAT system. 
Carriers. A broad range of services are 
offered to wireline and wireless carrier 
customers, including international routing 
and delivery of voice traffic, and carrier lease 
services. Value-added services such as calling 


cards, collect calling, operator services and 


international toll-free services are also making 
an increasing contribution to traffic growth. 
Designed for the residential and commercial 
markets, these products can be branded by 
carriers and resellers around the world with 

heir own name and offered at competitive 

rices. 

Corporations. For large corporations, 

TCC offers international private lines, 
switched voice services, Internet access, 


toll-free services, corporate calling cards 


Teleglobe added 175 new carriers 
to its customer base in 1998, 
bringing the number to 450 in more 


than 150 countri 


eS. 


and asynchronous transfer mode (ATM) 
services. TCC is actively marketing to 
corporations in the United States, with 
increasing success. With further deregula- 
tion in Canada in 1998, an aggressive 


marketing effort was launched, attracting 


diverse 


sectors such as high tech, manufacturing, 
financial services and import/export. 

Product innovation is leveraged through 
Teleglobe’s leadership in global connectivity. 
TCC’s network routes traffic through 
180 direct interconnections with 
145 countries. 

GSM operators. TCC also strengthened 
its leadership as a provider of international 
signaling capabilities for wireless carriers. 
This service, which features home country 
billing for roaming services at reasonable 
rates, attracted new GSM (Global Standard 
for Mobile) operators from around the 
world in 1998, bringing the number of 
wireless operator customers to over 100. 

Broadcasters. Several major television 
networks, including ABC, CBS and CNN, 
signed contracts in 1998 for broadcast services 
for news, special events and occasional use. 
In early 1999, the Canadian Broadcasting 
Corporation (CBC) chose TCC to support its 
broadcast voice and data transmission needs 
for the Sydney 2000 Olympic Games. 

Teleglobe has been a leader in broadcast 
services for over twenty years, and now 
serves more than 100 of the industry’s major 
broadcasters. Through the Millennium’ 
service, TCC provides a cost-effective video 
transmission solution featuring enhanced 
picture quality, signal security and almost 
unlimited bandwidth. Millennium is the 
world’s first broadcast quality video link using 
the latest in digital compression technology 
and the ATM high-speed protocol. 
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is equipped with leading-edge software for 
traffic processing, least-cost routing to 
hundreds of destinations and the highest 
degree of network optimization. These 
capabilities strengthen TCC’s commitment 
to customer service and support profitable 


growth in a competitive environment. 


Outlook _ 


An evolving network 
Major investments were made in 1998 in 
cable systems, gateways and local access points, 
in line with geographic market opportuni- 
ties, the need for capacity additions due 

to business growth and the bandwidth 
requirements of rapidly expanding Internet 
and data traffic. 

Points of presence (POPs) for local 
access were deployed in Madrid and Tokyo, 
providing direct interconnection to the 
network after TCC obtained operating 
licenses in Spain and Japan, respectively. 

‘A major capacity swap was negotiated with 
Esprit Telecom to provide a fiber link between 
(TCC’s London gateway and its Paris POP, 
continuing the extension of TCC’s facilities- 
based network across Western Europe. 
Investments in fiber-optic undersea 
cables in 1998 included the Americas-II, 
‘Atlantic Crossing (AC-1), Columbus-III, 
Japan-US and Southern Cross systems, 
reinforcing Teleglobe’s global reach and 
adding capacity in key and liberalizing 
telecommunications markets. TCC is also a 
founding investor in the China-US Cable 
Network, which will begin operation in 
late 1999, providing a substantial increase 
in capacity to service China, Japan and 
other Asian markets. 

As important as its global reach and 
flexibility, are the network’s advanced 
technology features. The state-of-the-art 
International Network Management Center 


Market liberalization and fragmentation, 
spectacular growth in Internet and data 
traffic, and technological advances, are just 
some of the factors contributing to the 
immense opportunities in the telecommu- 
nications industry. The significant expansion 
of Teleglobe’s customer base in 1998 
demonstrated the effectiveness of its 
positioning as markets open to competition. 

-The Corporation’s objective is to gain 
global market share. In addition to its full 
range of services, TCC has unique capabil- 
ities in two large and expanding market 
segments: global connectivity for incumbent 
and emerging carriers, and access to North 
American Web sites, businesses and users 
for Internet Service Providers from around 
the world. 

Combined with the benefits of 

facilities-based licenses in key markets, 
TCC is on track for significant revenue 


growth and diversification. 
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1 NORDUnet 


“Telegiohe’s responsiveness 
and the reliability of the 
services allow us to parti- 
cipate in American Internet 
research activities and to 
deliver first class Internet 
services to research and 
education institutions in 
the Nordic area,” says Peter 
Villemoes at NORDUnet. 


{ 
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connectivity. 


infrastructure and facilities-based licenses in 
key geographic markets, Teleglobe Communi- 
cations Corporation (TCC) has developed 
one of the world’s most extensive high- 
capacity Internet backbones. In record time, 
Internet connectivity has become a signifi- 
cant business for TCC, with a diversified and 
growing customer base of carriers, national 
and regional Internet Service Providers 
(ISPs), large corporate users and academic 
networks around the world. 

Globeinternet™ service achieved rapid 
commercial success by leveraging Teleglobe’s 
unique position as a bridge to North America, 
home to the vast majority of World Wide 
Web sites and Internet content development. 
By providing cost-effective, direct access to 
the U.S. Internet for non-U.S. ISPs, Teleglobe 
has attracted hundreds of customers in 
over 90 countries over the last two years, 
representing nearly 15% of all the Internet 
“routes” to the users and content providers 
on the Internet. For several of these countries, 
TCC’s connection to North America is pro- 
vided by integrated cable and satellite links, 
an innovative solution which delivers faster 
downloads of Web content than two-way 
satellite, while being more cost-efficient 
than a two-way cable link. 


Demand for Internet connectivity is 
growing rapidly, fueled by the popularity 
of the Web and the surge in electronic 
commerce. TCC is adding capacity and 
bandwidth aggressively to satisfy the 
growing needs of ISPs and large corporate 
intranets and extranets. A major objective 
in 1999 is to gain market share in the multi- 
billion-dollar market for Interne 
tivity in the United States, Canada and 
Europe by selling directly to ISPs, businesses 


and Web content providers, especially those 


which have international requirements. 


Robust, global backbone 
Teleglobe’s Internet backbone has the 
world’s largest geographic reach, with over 
90 countries served. It is one of the most 
robust in North America and extends 

to Teleglobe’s points of presence (POPs) 
in Frankfurt, London and Paris. 

It combines with TCC’s satellite and 

cable systems to provide global connectivity 
and high capacity. 

Globeinternet has established connec- 
tions to the major Network Access Points in 
the United States and to European Internet 
Exchanges, and obtained direct connectivity 
to other key U.S. backbone ISPs. TCC also 
uses its international carrier relationships to 


provide both direct and transit routes to 


Internet networks in every region of the world. 


Leading-edge Internet Protocol routing 
services, as well as optimized content and 
bandwidth management capabilities, will 
further reinforce the core network advantage. 
In 1999, POPs will be deployed in 
key cities in North America and around 
the world where Teleglobe is authorized 
to provide Internet services. Twelve 
additional POPs are planned by year-end, 
consolidating Teleglobe’s leadership in global 
Internet connectivity. 


Vice Chairman, President 


and COO, Teleglobe Inc. 
e fl rg lJ CEO and Founder, 
8 Excel Communications, Inc. 
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amily look, Excel’s new visual 
identity truly conveys our newly 
established presence in the 
international marketplace as we 
leverage the success of our mar- 


keting expertise. 
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distance company by revenue in the United 
States, Excel Communications is preparing 
to take on the world. 

While continuing to focus on the U.S. 
market, Excel is joining forces with Teleglobe 
to launch retail services in Canada in early 
1999, Penetration of the other G7 countries — 
France, Germany, Italy, Japan and the United 
Kingdom — is next in line. 

Excel stands out for its vision of 
building a huge business in record time 
by adapting the well-known concept of 
network marketing to telecommunications 
services. Through a network of independent 
sales representatives (IRs), the company 
achieves rapid market penetration at a 
competitive cost. Perfected over a decade 
in the United States, this proven distribution 
method will be Excel’s predominant sales 
channel for marketing residential long 
distance and other services in G7 markets. 

In the United States, Excel entered 1999 
as a facilities-based provider, with greater 
flexibility for the development of competitive, 
branded products and improved customer 
service. By leveraging Teleglobe’s recognized 
know-how in product innovation, Excel 
will stimulate sales to its established base 
of several million residential and 
commercial customers. 


A transition towards 

renewed U.S. growth 

Minutes of long distance usage rose to 

11.8 billion in 1998 compared to 11.1 billion 

minutes pro forma in the previous year. 
ommercial services contributed most of 

this growth, becoming the company’s 

fastest-growing segment. 

Approximately 80% of Excel’ ong 
distance traffic was migrated from third- 
party networks to Excel’s facilities by 
year’s end. International long distance 
traffic will be moved to Teleglobe’s 
intercontinental telecommunications 
network in 1999. These migrations will 
lower operating costs and increase Excel’s 
flexibility for pricing and product branding. 

Excel’s Simply 7°, the lowest-priced resi- 
dential calling plan ever offered by Excel, 
was launched in the fourth quarter, featuring 
a flat rate of seven cents per minute for 
all interstate long distance calls, 24 hours 
a day, and a low monthly fee. Excel Online™, 
a dial-up Internet service for retail customers, 
was pre-launched to IRs late in the year. 
Commercial sales began in early 1999. 


Steeped in success 

Founded in 1989 as a switchless reseller 

of residential long distance services, Excel 
quickly gained market share through network 
marketing. By 1996, revenues soared to nearly 
$1.4 billion. 

Having built demand and a loyal cus- 
tomer base, the company acquired a sizeable 
fiber-optic network in late 1997 with the 
purchase of Telco Communications Group, 
becoming a facilities-based telecommunica- 
tions provider. This transaction also added a 
new strategic asset — a professional sales force 
for commercial services. 

The merger with Teleglobe in 1998 
crowned a sensational decade of value 
creation. 
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The power of network 
marketing 
Excel emerged rapidly as a major force 
in the U.S. long distance market by adapting 
etwork marketing — a proven distribution 
aa in many industries — to the sale 
of telecommunications services. Today, its 
vigorous network counts several hundred 
thousand IRs. 
Marketing through relationship selling 
is based on the premise that a prospective 
ustomer is more likely to accept a direct pro- 
posal from an individual — a relative, friend, 
eighbor, colleague or other acquaintance. 
Lee shows that this approach pro- 
duces a higher close rate on sales, increases 
customer loyalty and provides an audience 
for the introduction of new products and 
services. Marketing costs are also lower 
than for other distribution methods, with 
an estimated payback within six months 
for each new customer. 
The efficiency of this proven method 
is greatest when three conditions are met: 
a motivated sales force, simple and compet- 
itive products and efficient customer service. 
Excel has developed network marketing 
into a science. 
IRs are highly motivated entrepreneurs, 
working to generate commission-driven 
sales. They build one-on-one relationships 
with customers, acting as personal telecom- 


munications advisors. 


New and enhanced products are 
regularly introduced into the IR network. 
They are simple to explain and simple 
to use. More important still, customers 
perceive them as providing better value 
than competing services. 

Excel supports IRs through effective 
training, motivational and informational 


levisi ; the 


and sales materials. IRs will also benefit 
from heightened marketing and training 
support through the Web under a new 
initiative by up2 technologies, a Teleglobe 
subsidiary. 

Network marketing is used effectively 
in many industries and countries around the 
world. Relative to population, sales through 
this distribution method are highest in 
Japan. The United States ranks second, 
followed closely by Canada and Germany, 
but well below Japan, among G7 countries. 


New growth opportunities 

With a lower cost structure as a facilities- 
based provider, Excel has the flexibility to 
offer more competitive calling plans and 
new services, including value-added Teleglobe 
products, to its established U.S. residential 
and commercial customer base. International 
long distance, a large market segment, is 
just one example. With its network of IRs, 
new products and the migration of inter- 
national long distance traffic to Teleglobe’s 
global network, Excel entered 1999 with a 
competitive offering in this product segment. 
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Excel will enter new geographic markets 

y adapting network marketing to the other 

7 countries. Annual telecommunications 
service revenues in these markets total 
nearly $240 billion. With a targeted 3-5% 
penetration of selected market segments in 
each country, the potential for growth is 
outstanding. 
Penetration of these markets will begin 


n addition to regional long distance and 
ee long distance, new niche 

roducts are being jointly developed with 
eee Communications Corporation 
(TCC) to give IRs a strong portfolio. 
Services will be launched in Canada in 
early 1999, with progressive deployment 
into other countries in the coming years. 


Diversification 

Kane commercial services 
ommercial services represent a new 

market for Excel. The commercial sales force 

in this segment, which targets medium-size 

and large enterprises with business 

long distance plans, grew to more than 


Introducing IRs to e-commerce 

Strong support to IRs is one of the keys to Excel’s success. Among major 
initiatives in 1998 was the launch of a new portal site on the World Wide Web — 
http://www.up2me.com — the first step in developing a comprehensive, 
easy-to-use electronic commerce platform. 

In 1999, IRs will be able to set up their own home page on the Internet 
for making contacts, communicating with potential customers, selling 
telecommunications services or recruiting and training new IRs. Called 
up2market, this personalized home page feature includes access to 
e-mail, unified messaging, a secure e-commerce platform and a virtual 
office on the Web. Profiling features will be incorporated into the portal 
to help Excel and its IRs better understand customer needs. 


300 employees at year-end. IRs also sell into 
this market, with products specifically 
designed for them such as Excel’s Prime 
Business Select®”, launched in 1998. IRs target 
small- and medium-size business accounts. 

ommercial customers do most of thei 
calling in the daytime when network use is 
lowest since Excel’s residential customers 
call mainly in the evening. The incremental 
commercial minutes generate substantial 
additional revenue, increasing network effi- 
ciency and Excel’s performance. New product 
launches are planned for the professional 
sales force in 1999, including international 
long distance and dedicated Internet access 
for commercial customers. 


Outlook 
The combination of Excel and Teleglobe, 
as well as the migration of traffic to Excel’s 
own network, results in a stronger U.S. 
position in both the residential and commer- 
cial retail markets. A stream of competitive 
new products and enhancements during 
1999 will stimulate business for IRs, leading 
to increased revenues and commissions. 
Outside the United States, Excel and 
TCC are finalizing business plans for 
penetrating huge retail markets with niche 
products and services, a strategic move 
powered by network marketing. By sharing 
know-how and expertise, the two companies 
will be a formidable force in every market 
they enter. 


In the rest of the world, service agreements 

are in place with 12 international licensees 

_ responsible for marketing and distribution 

: in over 75 countries. Four manufacturers, 

including Kyushu Matsushita Electric 

Company, Ltd. (Panasonic), Scientific- 
Atlanta, Inc. and Magellan Corporation, are 
producing various types of subscriber units. 
~ ORBCOMM’s solutions address a 
potential worldwide market estimated at 
more than 160 million subscriber terminals 
for uses such as fixed asset monitoring, 

- mobile asset tracking and commercial and 
personal messaging. These and other 
applications are part of the growing demand 
for global data and messaging without the 

geographic or technical limitations of 
traditional networks. 

The ORBCOMM system, based on 
satellites weighing just 45 kg each, was 
implemented and deployed at a relatively 
low cost. Services are competitive with. other 
data transmission solutions as a result of the 
system’s cost base and global footprint. . 


ing solutions 


‘ORECOMM 


GLOBAL DATA & MESSAGING 


Proven applications 

The largest single use for ORBCOMM’s 
services — estimated at 35% of the total 
addressable market — is fixed asset monitor- 
ing. This includes automatic meter reading 
systems for commercial and residential 
utility customers. Applications have been 
developed to monitor oil and gas storage 
tanks, wells and pipelines, as well as environ- 
mental projects located in remote areas where 
wireline communications are rudimentary 
or non-existent. 

Another major market is mobile asset 
tracking, estimated at 10% of the total 
addressable market. Applications have been 
developed for tracking commercial vehicles, 
trailers, rail cars, heavy equipment, fishing 
vessels, barges and government assets. 

In both monitoring and tracking 
applications, small terminals are mounted 
on the assets — from pipelines to refrigerated 
trucks. Integrated software ensures that the 
desired data is transmitted to the customer’s 
management information systems via the 
ORBCOMM system. 

Commercial and personal messaging 
services are estimated to represent 25% 
of the addressable market. Applications 
include short, digital two-way paging-like 
communications from almost anywhere 


on Earth. 


The remaining 30% of the addressable 


market includes a wide variety of applications. 


Valuesadded reselters 
play key role 
VARs play a critical role in the marketing 
and distribution of ORBCOMM services, 
since the integrated solutions currently 
being developed often require a change in 
a customer’s business processes. The VARs 
must effectively demonstrate the benefits of 
using the ORBCOMM system and provide 
vital support and assistance in the initial 
implementation of business solutions. 
ORBCOMM has established two VARs 
as separate operating divisions focused on 
different markets. One is developing appli- 
cations to track assets in the transportation 
industry. The second is dedicated to fixed 
asset monitoring, and has already developed 
a commercial product capable of monitoring 
oil and gas storage tanks and wells. 
ORBCOMM'’s first full year of com- 
mercial operation will be in 1999, Orbital 
Sciences Corporation holds the remaining 
50% interest in ORBCOMM. 
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The business combination (the “Teleglobe-EXCEL merger”) of Teleglobe Inc. (“Teleglobe” or the 
“Corporation”) and Excel Communications, Inc. (“EXCEL”), completed in November 1998, marks 
an important change for Teleglobe. This transaction significantly expands the Corporation’s presence 
in the United States (“U.S.”) and adds retail distribution capability and customer service know-how that 
can be leveraged jointly with Teleglobe Communications Corporation (“TCC”) in other geographic markets. 

The Teleglobe-EXCEL merger has been accounted for as a pooling of interests. Accordingly, the 
prior period consolidated financial statements presented in this annual report have been restated to 
include the consolidated results of operations, financial position and cash flows of EXCEL as though 
it had always been a part of Teleglobe. In addition, on October 14, 1997, EXCEL merged with Telco 
Communications Group, Inc. (“Telco”), a facilities-based long distance company providing 
commercial, wholesale and dial-around services to customers across the U.S. This merger was 
accounted for using the purchase method of accounting and 1998 was tthe first year in which a full- 
year contribution from Telco was recorded. Less than three months of Telco’s 1997 results are 
included in that year’s financial statements. 

As a result of the increased scope of its U.S. operations denominated in U.S. dollars, the 
Corporation has adopted the U.S. dollar for reporting purposes. The following financial information 
is expressed in U.S. dollars and has been prepared in accordance with generally accepted accounting 
principles in the U.S. 


Consolidated Results 
The Corporation reported a net income of $14.9 million in 1998, or diluted earnings per share of 
$0.04, compared to $111.3 million in 1997, or $0.46 per share on a diluted basis. Net income in 1996 
was $211.0 million, or $0.91 per share on a diluted basis. 

Reported net income was affected by non-recurring items, particularly in 1998 and 1997. Such 
items reduced net income by $221.9 million net of taxes, or $0.88 per share on a diluted basis, 
in 1998, and by $96.6 million net of taxes, or $0.41 per share on a diluted basis, in 1997. In 1996, 
net income decreased by $18.5 million net of taxes, or $0.08 per share on a diluted basis, mainly 


as a result of an extraordinary item. 


Reported results 
(in millions of dollars, except per share amounts) 
Years ended December 31, 

Operating income before depreciation 


1996 


and amortization $344.6 $450.7 
Operating income 242.3 338.1 
Net income 111.3 211.0 
Diluted earnings per share (EPS) 0.46 0.91 
Impact of non-recurring items, 

after income taxes (96.6) (18.5) 
Diluted EPS impact of 

non-recurring items $(0.41) $ (0.08) 
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Non-recurring items e 


The Corporation recorded various non-recurring items, particularly in 1998 and 1997. These items 
totaled $221.9 million in 1998 and $96.6 million in 1997. These items are reflected in the consoli- 
dated statements of operations in “Other operating items” and, to a lesser degree, in “Selling, general 
and administrative” and “Telecommunication and network expenses”. 


Non-recurring items (in millions of dollars) — ar SSeS 
Years ended December 31, 1998 1997 1996 


Pre-tax non-recurring items Se sig 
Expenses , wv 
Asset Impairment and Write-Down e a 

of Investments $(283.7) Su@3e7) $ - 
EXCEL Non-Recurring Expenses (110.7) - - 
Teleglobe-EXCEL Merger-Related Costs ‘ba (21.3) - - 
EXCEL-Telco Restructuring Expense ! lia (64.6) = 
Gains 


Sale of CGI Group Inc. Shares 

Sale of Interests in INMARSAT and 
Stratos Wireless Inc. 

Total 

Tax benefit 

After-tax non-recurring items 

Cumulative effect of change in 
accounting principle 


Gain on disposal of discontinued operations 
Income (loss) from discontinued operations 
Extraordinary item 

Total non-recurring items, after income taxes 


Asset Impairment. In 1998, the Corporation recorded a non-cash charge to operations of 
$283.7 million, mainly related to the write-down in the carrying value of certain equipment, cable 
systems and goodwill. This write-down was made in conjunction with the end of its exclusive man- 
date as the sole authorized provider of facilities-based overseas telecommunication services in 
Canada, reflecting the expectation of increased competition, especially for outbound Canadian traf- 
fic, as well as accelerated asset replacement due to continued technological innovation. This amount 
also includes $28.1 million for the write-down of some computer systems which have been replaced 
by EXCEL. In 1997, the Corporation recorded non-cash write-downs of $73.7 million related to the 
inventory capacity it held for resale in the Globesystem Atlantic™ cable system ($57.8 million) and to 
its net investment in Optel Communications Inc. ($15.9 million). 

EXCEL Non-Recurring Expenses. In 1998, EXCEL recorded non-recurring expenses of $110.7 mil- 
lion for the integration of its Telco network and administrative functions as well as additional bad debt 
expenses. These resulted primarily from billing delays and other bill processing problems related to 
the implementation of a new customer care system. 

Teleglobe-EXCEL Merger-Related Costs. This amount consists of expenses associated with the com- 
pletion of the Teleglobe-EXCEL merger such as professional and regulatory fees, also charged to operations. 

Other EXCEL items. In January 1997, EXCEL changed its accounting principle to fully expense 
subscriber acquisition costs in the period incurred, resulting in a non-cash charge of $65.2 mil- 
lion, net of income taxes of $39.6 million. In addition, EXCEL recorded restructuring expenses and 
other non-recurring expenses of $64.6 million, related principally to the acquisition of Telco. 

Gains. The Corporation recorded a gain of $32.5 million in 1998 following the sale of shares 
in CGI Group Inc., acquired on the disposal of its Insurance Systems operations. An additional gain 
of $15.4 million was recorded on the disposal of its interests in the International Maritime Satellite 
Organization (“INMARSAT”) and Stratos Wireless Inc., completing transactions initiated in 1996. 
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Discontinued operations. In 1997, the Corporation sold its Insurance Systems operations and 


recorded a gain of $65.2 million, net of income taxes of $10.1 million. The income (loss) from discon- 

tinued operations, net of income taxes, was $(5.4 million) and $3.6 million in 1997 and 1996, respectively. 
Extraordinary item. In 1996, Teleglobe recorded an extraordinary item of $22.1 million following a 

change in regulatory practices in Canada, from rate-base/rate-of-return methodology to a price-cap regime. 


Results of operations 


Consolidated revenues (in millions of dollars) , 


Years ended December 31, 1996 
Telecommunication $1,795.9 
Telecommunication revenues from related parties 413.0 
Marketing services 260.7 
Total consolidated revenues $2,469.6 


Telecommunication revenues increased 24.2% in 1998 compared to 1997, mainly due to the 
inclusion of 12 months of Telco sales. Less than three months of such sales were included in 1997. 
On a pro forma basis with Telco, these revenues rose less than 1.0%. The strong growth in TCC 
global switched services as well as transmission and data revenues more than offset the decline in 
Canadian outbound and inbound revenues and the lower revenues from the casual calling services 
of EXCEL. The 33.1% increase in telecommunication revenues (excluding revenues from related parties) 
from 1996 to 1997 is attributable mainly to TCC, which contributed $353.8 million of the higher 
revenues, due to strong growth in global traffic minutes, as well as transmission and data revenues. 
EXCEL’s telecommunication revenues increased $242.4 million over these two years, primarily as a 
result of higher long distance traffic from presubscribed customers and, to a lesser extent, from the 
addition of Telco revenues following its acquisition in October 1997. 

Telecommunication revenues from related parties are from members of the Stentor alliance of 
Canadian telephone companies of which subsidiaries and affiliates of BCE Inc., a major shareholder 
of the Corporation, are members. These revenues decreased 13.3% in 1998 as a result of declining prices 
attributable to higher competition. Such revenues are expected to be lower in 1999 for the same reason. 


Marketing service revenues declined in 1998 and 1997 as a result of fewer applications from new 
EXCEL Independent Representatives (IRs). This item includes revenues for training, business forms, 
promotional and presentation materials, ongoing technical and administrative support services, and 
monthly reports. The Corporation expects marketing revenues to stabilize and increase gradually in 
future years as new IRs are recruited in the United States and other G7 countries, starting in Canada in 
the first quarter of 1999. 


perating expenses 


Operating expenses (in millions of dollars) 


Years ended December 31, 1996 
Telecommunication and network $1,362.9 
Selling, general and administrative 656.0 
Depreciation and amortization 112.6 
Other operating items - 
Total operating expenses $2,131.5 


Telecommunication and network expenses were 15.6% higher in 1998 compared to 1997, due 
mainly to the inclusion of a full year of Telco expenses. However, for both entities, telecommunica- 
tion expenses decreased as a percentage of telecommunication revenues, representing 60.8 % in 1998 
compared to 62.5 % in 1997. In 1997, telecommunication and network expenses rose $382.2 million, 
or 28.0%. TCC accounted for 65.5% of this increase, attributable mainly to higher terminating charges 
as a result of the increase in global traffic minutes. EXCEL contributed the balance of the increase, also 
as a result of higher traffic. 
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Telecommunication and network expenses are expected to increase as a result of continued 
growth in TCC’s traffic minutes and the continued buildout and expansion of the Corporation’s 
telecommunications network. However, as revenues grow, cost per unit of traffic is expected to decrease 
through greater network efficiency. 

The increase in 1998 selling, general and administrative (SG&A) expenses is mainly attributable 
to a full year of Telco’s SG&A expenses, as well as certain non-recurring expenses recorded by 
EXCEL, in particular Telco administrative integration costs and higher uncollectible accounts expense 
associated with billing delays and other customer service systems processing difficulties experienced in 
1998. The balance is attributable to TCC, related to the expansion in the number of international business 
offices. Excluding non-recurring items, SG&A expenses as a percentage of telecommunication revenues 
were 24.4% in 1998 compared to 24.6% in 1997. SG&A expenses in 1996 were 29.7% of revenues. 

Depreciation and amortization rose $30.1 million in 1998 from 1997, primarily due to amortization 


of goodwill resulting from the Telco acquisition and depreciation of the assets acquired in this transac- 
tion. Depreciation will continue to rise as the Corporation extends its telecommunications network 
in North America and internationally. 

The increase in other operating items is explained by higher non-recurring items in 1998 
compared to 1997. A full break-down of such items for both years is presented in Note 5 to the 
consolidated financial statements. 


income taxes 
Income taxes totaled $8.6 million in 1998 compared to $116.0 million in 1997 and $116.4 million in 
1996. The decrease from 1997 was due to lower income resulting from non-recurring charges. 

The 1998 effective tax rate was 67.2% compared to 51.3% in 1997 and 34.0% in 1996. The increase 
in rate in 1998 is attributable to permanent items non-deductible for tax purposes aggregating 28.1%. 
These items are composed mainly of the write-down of intangibles, amortization resulting from the 
acquisitions as well as merger - and acquisition - related costs. The increase in the 1997 rate compared 


to 1996 is explained in large part by an increase in the valuation allowance and foreign rate differential 
and other permanent differences in the determination of taxable income. 


egmented Results 
The Corporation manages its operations based on four strategic business units: TCC, EXCEL, 
Teleglobe World Mobility (“TWM7”) and Teleglobe Enterprises (“TE”). These units are segregated 
based on the different products and services they provide. The two primary business units are TCC 
and EXCEL, providing most of the Corporation’s revenues. ORBCOMM Global, L.P. (““ORBCOMM”) 
and Look Communications Inc. (“LOOK”), which are included in TWM and TE, respectively, are 
considered development stage enterprises and are viewed by management as non-core operations. 


Tcc 
TCC provides international voice services, data transmission, Internet connectivity and broadcast 
services through one of the world’s largest intercontinental telecommunications networks. 


TCC revenues (in millions of dollars) 
Years ended December 31, 
Telephony — Canadian outbound 
Telephony — International market 


Canadian inbound 265.1 
Global 303.7 
Transmission and data 
Total TCC revenues 1,116.8 
Segment profit (loss) 122.3 


Impact of non-recurring items, 


before income taxes 
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Total revenues increased 2.6% in 1998 compared to 1997, reflecting strong growth in global 
switched services as well as transmission and data revenues, including Internet traffic. This more 
than offset the decline in revenues from Canadian outbound and inbound traffic, resulting from 
declining prices and the depreciation of the Canadian dollar over the two periods. 

From 1996 to 1997, revenues rose 30.7%, while global revenues increased by 84.6%. Revenues 
from transmission and data services rose 232.4%, reflecting TCC’s rapid emergence as a leading 
Internet connectivity provider, as well as growth in international private lines. 


TCC traffic (in millions of minutes) 
Years ended December 31, 


1998 ely 1996 
International market 
Canadian Canadian 
Outbound Inbound Global Total traffic 
1998 1,145 760 1,724 3,629 
1997 alae 737 G5 2,800 


1996 SIIB) 671 447 2,033 


Traffic volume carried by TCC rose 29.6% in 1998 and 37.7% in 1997. In line with the Corporation's 
strategy of penetrating global markets, the proportion of Canadian-related traffic continues to decrease. 
Canadian outbound traffic accounted for 31.6% of total 1998 traffic (28.3% in the fourth quarter of the year) 
compared to 39.7% in 1997. Global traffic rose 81.3% in 1998 and 112.8% in 1997. 


TCC operating expenses 

TCC’s operating expenses, excluding other operating items, were stable in 1998 compared to 1997 
despite higher traffic, as a result of a 23.9% decline in variable costs per minute. This performance 
reflects TCC’s success in least-cost routing and improved cost control as well as the continued 
decline in rates for terminating traffic. SG&A expenses increased due to continuing international 
development activities. In 1997, operating expenses rose significantly as a result of a 37.7% increase 
in traffic and higher SG&A expenses related to the opening of a large number of international offices 
in liberalizing telecommunications markets. 


Current and future trends 
Prices per minute of long distance continue to fall. TCC continues to diversify its revenues on a global basis, 
as well as pursuing aggressive cost-cutting through the development of least-cost routing capabilities. 
TCC will continue to increase network efficiency and traffic volume to compensate for pricing pressures 
and maintain profitable margins. 

As expected, the Corporation’s exclusive mandate as Canada’s overseas telecommunications 
carrier was lifted in October 1998. Teleglobe will continue to file its tariffs for approval by the Canadian 


Radio-television and Telecommunications Commission. Concurrently, routing restrictions on Canada/ 
U.S. and Canada/Canada traffic, as well as other impediments to domestic competition were rescinded, 
allowing Teleglobe to offer more services and to do so more efficiently. In addition, the emergence of 
new local exchange carriers in Canada is creating a new base of potential customers for the Corporation’s 
international connectivity services. The Teleglobe-EXCEL merger reduced the impact of the Canadian 
market on the Corporation’s total revenues. Canadian outbound and inbound minutes represented 
12.3% of Teleglobe’s consolidated minutes in 1998, including EXCEL. Prior to the Teleglobe-EXCEL 
merger, such traffic accounted for 66.0% of total minutes in 1997 and 78.0% in 1996. 


In 1998, the Corporation, Stentor Resource Centre and each of the members of the Stentor 
alliance of Canadian regional telephone companies reached agreement on the main terms of new 
arrangements for the continuing supply of services between the parties until the end of 2000. Both 
parties made routing commitments to each other, subject to competitive pricing conditions, 
covering Stentor’s outbound international traffic and Teleglobe’s inbound international traffic. 

Each Stentor company is party to these agreements. 

TCC has quickly built a robust Internet and data backbone to capitalize on the explosion of data 
traffic, especially related to the Internet. It has successfully leveraged its international position and 
strong U.S. presence to become a provider of choice for connecting Internet Service Providers from 
around the world to North America, home to most Web sites and content development activity. 


EXCEL 


For EXCEL, 1998 was a year of transition to its own telecommunications network after operating as a 
switchless reseller since inception. 


EXCEL revenues (in millions of dollars) Pro forma 
Years ended December 31, 1997 1997* 
Telephony U.S. — presubscribed and 
casual calling $1,283.3 $1,603.2 
Telephony U.S. — commercial 26.0 82.5 
Telephony U.S. — wholesale 23.7 90.5 
Marketing services 21e3 DANS: 
Total EXCEL revenues 1,454.3 1,897.5 
Segment profit 143.6 N/A 
Impact of non-recurring items, 
before income taxes (64.6) i N/A 


*12 months of Telco 


Total revenues increased in 1998 as a result of a full-year contribution from Telco compared to 
less than three months in 1997. 

On a pro forma basis, total revenues declined slightly in 1998, reflecting lower revenues from 
casual calling services as a result of intense competition. In addition, EXCEL experienced difficulties in 
the implementation of a new customer care system, delays in the launch of new products and increased 
price competition which resulted in lower revenues from presubscribed services, its largest business 
segment. Marketing service revenues were also lower in 1998, mainly as a result of fewer applications 
from new IRs, as previously explained. 

Commercial revenues increased 123.4% on a pro forma basis, reflecting growth in EXCEL’s 
professional sales force to over 300 people at the end of 1998. Wholesale revenues increased 26.2% 
on a pro forma basis as a result of an increase of 28.5% in traffic. 
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EXCEL traffic (in millions of minutes) 
Years ended December 31, 


1998 1997 Pro forma 1997 


Casual 
Presubscribed calling Commercial Wholesale _ Total traffic 
1998 6,884 1,745 1,520 1,696 11,845 
1997 6,833 467 206 396 7,902 
Pro forma 1997* 6,833 2,449 535 1,320 11,137 


*12 months of Telco 


Long distance minutes increased to 11.8 billion in 1998 compared to reported minutes of 7.9 billion 
in 1997. Ona pro forma basis with Telco, the number of minutes rose 6.4%. 

Revenue per minute of traffic decreased in 1998 compared to 1997, attributable in part to a greater 
proportion of commercial minutes, which typically yield lower revenue per minute than residential calling, 
as well as competitive pressures which required EXCEL to respond with lower prices during the year. 


EXCEL operating expenses 

EXCEL’s operating expenses increased 35.8% in 1998 (31.0% excluding non-recurring items). 
Telecommunication and network costs, as well as SG&A expenses were higher, mainly as a result of 
the inclusion of 12 months of Telco costs. Long distance telecommunication charges as a percentage 
of telecommunications revenues were 54.7% in 1998 compared to 53.8% in 1997. This percentage is 
expected to decline in 1999 and future years with the migration of traffic from third-party networks 
to the Corporation’s network during 1998. 


urrent and future trends 
EXCEL has taken appropriate action to resolve difficulties experienced in its billing and in the imple- 
mentation of its new customer care system experienced in 1998. As system performance improves, 
customer activation will accelerate and EXCEL will be positioned to reverse the decline in revenues 
from presubscribed and casual calling services experienced in the second half of 1998. The migration 
of traffic to its own network provides a lower cost base for 1999 and should allow greater flexibility 
for introducing new products. 

A new long distance calling plan was launched in the fourth quarter of 1998 and dial-up Internet 
access services were introduced in early 1999. These new products are expected to stimulate EXCEL’s 
sales force of IRs and generate additional revenues. EXCEL and TCC are planning to jointly introduce 
competitive international long distance services to the existing residential customer base through 
the IRs and new products to commercial customers. 

In addition to revitalizing its U.S. sales, EXCEL will leverage the Corporation’s international presence 
by penetrating new retail markets, starting with Canada in the first quarter of 1999. Based on the 
success of this initiative, EXCEL will determine the timing of market entry into other G7 countries 
and elsewhere in the world as domestic telecommunications markets open to foreign operators. 

In order to realize internal synergies, the Corporation has integrated EXCEL’s wholesale business 
into TCC. In addition, the casual calling business has been refocused on specific population segments, 
particularly those with a high propensity for international long distance calling. This move is expected to 
reverse the downward trend in this segment experienced during 1998. 
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ther operations 
The Corporation holds interests in several joint ventures, including an interest in five cable ships 
_ held through Teleglobe Marine (U.S.) Inc. (“TMI”), as well as owning 30% of its Montreal head 
office building. It also has an ownership interest in the International Telecommunications 
Satellite Organization (““INTELSAT”). 

Teleglobe owns a 50% interest in the ORBCOMM™ digital satellite data telecommunications 
system. Another division, Teleglobe Media Enterprises (“TME”), is an investor in LOOK, a 
start-up company providing digital wireless broadcast distribution services in competition with 
incumbent cable television operators and Direct-to-Home satellite service providers in Ontario 
and Quebec, Canada. ORBCOMM and LOOK are development stage enterprises and are considered 
as non-core operations. 


Other operations (in millions of dollars) 


Years ended December 31, 1997 1996 
Equity in income (losses) 
of affiliated companies: 
TMI and other $ 24.0 Sade 
ORBCOMM/LOOK . (16.2) (9.0) 
Sits! $ 16.1 


The Corporation’s equity in the losses of these affiliated companies increased as expected in 
1998, mainly as a result of its increased participation in ORBCOMM and the ramping up of this 
company’s commercial services in 1998. LOOK also contributed to these equity losses. 


urrent and future trends 
Both ORBCOMM and LOOK will incur higher losses in 1999. ORBCOMM will be in its first full 
year of commercial operations and LOOK will be offering services in substantially all of its licensed 
areas. Both companies will require further funding before they achieve break-even on an operating 
cash flow basis and the Corporation and its partners will be required to provide such funding if 
other financing alternatives are unsuccessful. 


Liquidity and Financial Resources 


Liquidity and Financial Resources 


(in millions of dollars) 
Years ended December 31, 1997 1996 
Net cash provided by (used in): 
Operating activities of continuing operations 
before changes in assets and liabilities $ 329.7 $ 331.6 
Operating activities of continuing operations 296.6 236.1 
Investing activities (584.9) (212.8) 
Financing activities 137.7 122.9 


Cash generated by operating activities of continuing operations in 1998 was comparable to 1997 
despite higher operating income in 1997, due to large non-cash charges being recorded in 1998. 

Investing activities used 38.3% less cash in 1998 than in 1997. Capital expenditures increased 
170.5% to $435.5 million in 1998 from $161.0 million in 1997, reflecting higher network investments 
in international cable systems, additional switching capacity, new access points and the buildout of 
the Internet backbone. This increase was partly offset by the proceeds from disposal of investments 
of $215.8 million, mainly from the sale of CGI shares. Investments rose by $111.5 million in 1998, 
related mainly to ORBCOMM. In 1997, $475.6 million was used for the acquisition of Telco. 
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The Corporation expects higher capital expenditures in the coming years in order to expand its 
network capacity and bandwidth to seize market opportunities. It plans to invest up to $500 million 
in fixed assets in 1999, with two-thirds earmarked for the network and the balance for information 
systems and intelligent product platforms. 

Total indebtedness, comprising long-term debt, short-term credit facilities available and cur- 
rent maturities of long-term debt, declined $26.3 million in 1998. The Corporation’s ratio of total 
indebtedness over capitalization improved to 33.5% in 1998 compared to 35.1% in 1997. 

The Corporation has various term and revolving credit facilities available, with unused 
portions totaling approximately $872.7 million at the end of 1998. Management considers that it 
has sufficient sources of funds from operating activities, unused portions of existing credit facilities 
and access to capital markets at competitive rates in order to meet its working capital requirements, 
capital investments, debt repayments and other obligations in 1999 and'future years. In 1999, the 
Corporation will take steps to restructure its credit facilities in line with its future needs. 

The Corporation’s debentures are rated “A” by both Canadian Bond Rating Service and Dominion 
Bond Rating Service in Canada. 


Financial instruments 
The Corporation is exposed to market risks related to foreign currency fluctuations and interest rates 
as well as credit risks. Derivatives are used to hedge cash flow items recorded in foreign currencies, 
with a duration of less than one year. It has also concluded interest rate swaps for a portion of its 
debt to convert part of its fixed rate debt to floating rates. To reduce the risk of these derivative financial 
instruments, the Corporation diversifies its exchange contracts and interest rate swaps by dealing with 
financial institutions having a high credit rating. 

As of January 1, 1999, the Corporation adopted the U.S. dollar as its currency of measurement. 
Foreign currency fluctuation risk is being assessed to determine whether this change calls for different 
risk management strategies. 


Other factors affecting the Corporation 

Integration of EXCEL. The merger of Teleglobe and EXCEL involves the integration of two entities 
that have previously operated independently and there is no assurance that the Corporation will not 
encounter significant difficulties with such integration. Potential issues include the failure to retain key 
employees and to realize the expected benefits of the merger. This risk is mitigated by a number of factors, 
including the absence of significant overlap in the respective operations of the two entities. Moreover, 
the main information technology systems are expected to remain separate for the foreseeable future. 

Regulatory changes. The operations of the Corporation will continue to be affected by regulatory 
changes in the United States, Canada and the rest of the world. Ongoing events associated with the 
1996 Telecommunications Act in the United States may lead to access charge reform which could change 
the Corporation’s existing transmission costs and those of other long distance companies, as well as 
permit the entry by the Regional Bell Operating Companies into the long distance market resulting 
in increased competition, lower prices and loss of market share. 

In conjunction with the opening of the local telephone market in the United States, incumbent 
local phone companies are not likely to provide billing services for customers presubscribed to 
competitive local phone companies. This would force EXCEL to either bill customers directly, enter 
into billing and collection agreements with new local phone companies or seek other alternatives. 

Liberalization in markets outside the United States and Canada is resulting in increased compe- 
tition. However, this trend is creating new opportunities for the Corporation to diversify its revenues 
and offer more services to more potential customers. 

Competitive factors. The Corporation has observed increased competition in all of its distribution 
channels as well as an increase in the number of promotional and discounted calling plans available to 
all long distance consumers, particularly in the retail residential segment. In general, the impact has 
been a decline in the Corporation’s revenue per minute as it has responded to competitive pressures 
with lower priced products. 


The Year 2000 issue being addressed by the Corporation concerns the potential inability of certain 
information systems to process date-sensitive information with respect to the change of century. 
Without correction, the Corporation’s telecommunications facilities, computer equipment and 
software devices that are time-sensitive may misinterpret a date using, for example, “00” as being the 
year 1900, rather than the year 2000. This misinterpretation could result in a miscalculation or a 
failure of the relevant information system, possibly causing a disruption of operations. Potential 
disruptions could include among other things, a temporary inability to provide certain 
telecommunications services, to perform certain business operations, such as identification of 
customer traffic, customer information and billing, or to use internal computer and software 
systems in the normal course of the Corporation’s business. 

EXCEL, which joined the Teleglobe group of companies following the November 10, 1998 
business combination described earlier (the “Teleglobe-EXCEL merger”) had developed its own 
Year 2000 plan before joining Teleglobe. Since the timeframe for Year 2000 compliance is short, 
the Corporation decided to pursue both programs separately, without a specific integration plan, 
except for certain monitoring and reporting functions described therein. 

Accordingly, this section will discuss each of the common and, where appropriate, the distinct 
elements of both Teleglobe’s and EXCEL’s programs separately. Reference will be made to “Teleglobe” 
and/or “EXCEL” as appropriate. Reference to “Teleglobe” shall mean Teleglobe Inc. and/or all or any 
of its subsidiaries or any successor thereof prior to the Teleglobe-EXCEL merger, and reference to 
EXCEL shall mean EXCEL Communications, Inc. and/or all or any of its subsidiaries or any successor 
thereof prior to the Teleglobe-EXCEL merger. 

Teleglobe has had a Year 2000 Project in place since 1996 and EXCEL since early 1998. Teleglobe’s 
and EXCEL’s Year 2000 projects are aimed at reducing the internal and external uncertainties created 
by the Year 2000 transition and, where possible, eliminating potential disruptions to their respective 
businesses caused by the input and use of dates in the Year 2000 and beyond. Teleglobe’s Year 2000 
program methodology has been reviewed by external consultants and internal auditors. Internally, 
Teleglobe’s Year 2000 strategies address both its information technology and non-information 
technology systems and involves moving from legacy systems to a client/server environment and 
implementing or replacing other new systems and equipment as may be required. Teleglobe is 
contacting foreign and domestic telecommunications carriers with which it interconnects and 
material external supplier products, to (i) determine whether their services and/or products 
meet Year 2000 conformity requirements and (ii) evaluate their strategies and action plans for 
the Year 2000 transition. EXCEL’s Year 2000 project is focusing on the impact of the Year 2000 date 
changes on EXCEL’s systems and business processes, as well as external suppliers and business partners 
that are material to its business. In order to address possible Year 2000 issues, EXCEL has adopted a 
Year 2000 program methodology, and EXCEL expects this program to ensure that its core operations 
and essential functions will be ready for the transition to Year 2000. 

Both Teleglobe and EXCEL have set up a Year 2000 project management office and a steering 
committee for the purpose of coordinating their efforts regarding the Year 2000 transition. Both 
Year 2000 offices and steering committees, which ultimately report to the Board of Directors of the 
Corporation, address potential Year 2000 problems and formulate guidance on Year 2000 readiness 
plans. In addition, each steering committee periodically provides updates to the Board of Directors 
of the Corporation regarding progress in its respective Year 2000 project, including a description 
of non-compliant systems and potential areas of exposure relating to the Year 2000. 
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State of Readiness 
Each of Teleglobe and EXCEL’s Year 2000 programs is focused on both information technology (IT) 
and non-IT systems, including: 

1) Telecom Network: Teleglobe’s international and domestic telecommunications network 
elements and services (voice and data); and EXCEL’s telecom network elements that 
comprise EXCEL’s switched network; 

2) IT Applications: IT software applications and systems that support Teleglobe or EXCEL’s 
telecommunications network operations and interactions with customers and other essential 
business and financial operations; 

3) IT Infrastructure: equipment and operating systems that support Teleglobe’s or EXCEL’s IT 
infrastructure such as operational servers, PC’s and LAN/WAN (local area network/wide area 
network) and mainframe replacement; 

4) Building Facilities: physical facilities and underlying equipment and software such as facilities 
required in business locations to ensure operations including elevators, electricity, security 
and fire prevention; 

5) End-Users Applications: software applications developed by users and not supported by 
IT systems; and 

6) Third-Party Compliance: carriers, vendors and suppliers compliance assessment. 

Both Teleglobe and EXCEL respective Year 2000 programs have adopted a multi-step process 
toward Year 2000 readiness, consisting of the following: 

1) Inventory: creation of an inventory of Year 2000 affected systems to be assessed and prioritized 

by how critical they are to the business; 

2) Impact Assessment: evaluate the impact of Year 2000 on affected systems and prioritize 
non-compliant items; 

3) Correction: remediation of specific systems that are identified as being non-compliant 
through conversion, replacement or upgrade; 

4) Testing: performance of tests on the date functions of the corrected systems; 

5) Implementation: placement of the corrected and tested systems and technology back into 
their operational environments; and 

6) Contingency Planning: development of contingency plans for possible system failures due to 
the Year 2000; 

EXCEL’s program differs slightly in that (i) its Testing step involves aspects of both Testing 
and Implementation, as defined above, and (ii) its Implementation step relates only to the 
development of contingency plans for possible Year 2000 system failures. 

Where appropriate, Teleglobe has measured the completion of the phases of its Year 2000 program 
based on the following chart: 


100% 85% 70% 50% 0% 
2S ee Se ee eee ee ee EE EE ee eee eae 
completed nearly advanced on schedule late 
completed or slight delays 


Using the chart, Teleglobe’s Year 2000 program can be characterized as follows, as of January 31, 
1999 (except for Third Party Compliance which is discussed herein): 

1) Inventory: was completed for all systems, except for End-Users Applications which is 

on schedule; 

2) Impact Assessment: was completed for IT Applications and IT Infrastructure and nearly 
completed for Telecom Network and Building Facilities; 

3) Correction: was nearly completed for IT Applications and Building Facilities and advanced 
for Telecom Network; 

4) Testing: was advanced for IT Applications and Building Facilities and on schedule for 
Telecom Network; 

5) Implementation: was advanced for Building Facilities and on schedule for IT Applications 
and Telecom Network; 

6) Correction, Testing and Implementation: performed simultaneously in the case of IT 
Infrastructure, were advanced for Operational Servers, and late for the PC Software upgrade 
but with substantial work in progress, for an overall expected completion by the end of the 
third quarter of 1999; 

7) Impact Assessment, Conversion, Testing and Implementation: was late for End-Users 
Applications and is expected to be completed by the beginning of the third quarter of 1999. 

Teleglobe’s switching platforms have been upgraded and are currently Year 2000 compliant. 

An operational switch of Teleglobe was tested by advancing the clock to December 31, 1999. The roll- 
over from December 31, 1999 to January 1, 2000 was completed without noticeable problems, errors 
or interruptions. In addition, Teleglobe conducted interoperability tests with other Canadian 
telecommunications carriers, without noticeable problems, errors or interruptions. 

EXCEL’s implementation of its Year 2000 program has been based on the varying degrees of 
exposure of the different IT and non-IT systems used by EXCEL’s departments and business units to 
the Year 2000. As a result, some components of the Year 2000 program are further along in the readiness 
process than others. However, based upon the evaluations of both internal and external resources 
involved in the Year 2000 program, EXCEL anticipates that all components of the Year 2000 Program 
will be completed by the third quarter of 1999. 

As of January 31, 1999, the Inventory phase of EXCEL’s Year 2000 program was approximately 
80% complete, the Impact Assessment phase was approximately 30% complete, the Correction 
phase was 15% complete and the Testing phase was 5% complete. EXCEL is currently beginning imple- 
mentation of its Contingency phase. 

Certain critical computer equipment and software and other systems that Teleglobe and EXCEL 
are currently using require replacement or modification to be Year 2000 compliant. In addition, 
in the ordinary course of replacing computer equipment and software, Teleglobe and EXCEL seek 
replacement systems that are Year 2000 compliant. 

The Corporation is including third party software and hardware in its assessment program, 
specifically testing such systems to the extent practicable, even if it has received Year 2000 readiness 
information from the vendor or supplier of the software or hardware. 
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The Corporation has mailed letters to its significant vendors and service providers and have 
verbally communicated with others to determine the state of readiness of such third parties for the 
Year 2000 and the extent to which products or services provided by such vendors may not be Year 2000 
compliant. As of February 15, 1999, Teleglobe had received responses from approximately 95% of its 
vendors and Excel from approximately 60% of its vendors. The majority of the products for which 
responses have been received have provided written assurances that they expect to address all of their 
significant Year 2000 issues on a timely basis. A follow up mailing to such third parties who have not 
responded or whose responses were not satisfactory to the Corporation has been distributed, with 
responses to be provided to the Corporation before May 1999. The Corporation is considering the 
severance of relationships with any vendors who cannot demonstrate their Year 2000 readiness by 
that date, and replacing them with vendors who are deemed to be compliant. 

Teleglobe continues to contact foreign carriers with a particular focus on those considered 
essential for prevention of a material disruption of Teleglobe’s business operations. As of February 15, 
1999, Teleglobe had received responses from approximately 62% of such essential foreign carriers, 
of which the majority have provided written assurances that they expect to address their significant 
Year 2000 issues on a timely basis. Three categories of foreign carriers have been established based on 
the level of revenues derived from such destinations and contingency plans will be established on the 
basis of the risk each of such foreign countries represents to Teleglobe’s network. 

In addition, Teleglobe participates in the Year 2000 Canadian Telecommunication Industry 
Forum (CTIF) where it is involved in developing test facilities and contingency plans for the Year 
2000. In an effort to reduce the Year 2000 risks associated with interconnection to the networks of 
foreign carriers, Teleglobe also participates in the International Telecommunications Union’s Year 
2000 Task Force. 


Use of Independent Verification and Validation 

Teleglobe has retained the services of external consultants to review its Year 2000 Project and evaluate 
its state of readiness. The mandate of these external consultants is to perform a millennium assess- 
ment to objectively determine the overall preparedness and ability of Teleglobe to address the Year 
2000 compliance issue in a timely manner. The project review is designed to provide management 
with an independent indication of the project status, risks and issues that Teleglobe is facing. The 
first review was conducted in June 1998, the second in October 1998 and a third is scheduled for 
March 1999. In addition, the internal audit department assumes a surveillance role over the project 
on an ongoing basis. 

EXCEL has also retained external consultants to independently verify and validate the Year 2000 
compliance process. EXCEL has also directed its external consultants to assist in the execution of the 
various phases of Excel’s Year 2000 program. EXCEL will continue to set the priorities for its Year 2000 
program, relying on additional assistance from its consultants to complete each phase in a timely 
manner. In addition, EXCEL’s external consultants and internal auditors will continue to conduct 
periodic reviews of EXCEL’s Year 2000 activities and report potential compliance issues that may 
not be resolved on a timely basis or any other significant findings, as applicable. 

Although Teleglobe’s and EXCEL’s Year 2000 programs are conducted separately, as discussed 
above, the Corporation centralizes, whenever practicable, the reporting and monitoring functions 
of both programs. The internal audit groups of Teleglobe and EXCEL have been combined under 
one department. This department monitors the progress of management with respect to each of 
Teleglobe’s and EXCEL’s Year 2000 programs and reports directly to the Audit Committee of the 
Corporation, and ultimately to the Board of Directors of the Corporation. 


Cost to Address Year 2000 Challenge 

The Corporation’s current estimated costs for its Year 2000 Program are approximately $14.4 million 
for Teleglobe and $25 million for EXCEL. These estimates include a capital budget of $9.5 million and 
an expense budget of $4.9 million for Teleglobe and $9.2 million capital and $15.8 million expense for 
EXCEL. Through December 31, 1998, expenditures totaled $8.2 million ($6.8 million capital and 
$1.4 million expense) for Teleglobe and $6.8 million ($2.8 million capital and $4.0 million expense) 
for EXCEL. The IT expenditures related to its Year 2000 Program constitute approximately 18% of 
Teleglobe’s 1998 IT expenditures and 7% of EXCEL’s and are projected to be approximately 10% 

for the 1999 IT budgets of both Teleglobe and EXCEL. These costs include labor for employees and 
contract personnel used in the Corporation’s Year 2000 Programs, and non-labor costs for replacement 
hardware and software and other such costs associated with testing and remediation of non- 
compliant systems. The expenses with regard to the Year 2000 program are included in the operating 
and capital expenses, as part of normal operations. Other non-Year 2000 IT efforts have not been 
substantially delayed by the Corporation’s Year 2000 programs. 


Risks Associated with the Year 2000 and Contingency Plans 

Teleglobe and EXCEL have begun to examine the risks associated with their “most reasonably likely 
worst case Year 2000 scenarios.” Teleglobe’s Year 2000 program is scheduled for substantial completion 
by the second quarter of 1999 and EXCEL’s by the third quarter of 1999. Currently, neither Teleglobe 
nor EXCEL are aware of any specific function or system subject to the program that is significantly 
off the present processing schedule. A general project shift that would erode progress beyond January 
1, 2000 is not anticipated at this time. 

The costs of the Corporation’s Year 2000 programs and the dates on which Teleglobe and EXCEL 
expect they will complete the related testing, assessment and implementation efforts are based upon 
management’s best estimates, which were derived using numerous assumptions regarding future 
events, including the continued availability of certain resources, third-party remediation plans, and 
other factors, which assumptions Management believes to be reasonable. There can be no assurance 
that these estimates will prove to be accurate, and actual results could differ materially from those 
currently anticipated. Specific factors that could cause such material differences include, but are not 
limited to, the availability and cost of personnel trained in Year 2000 issues, the ability to identify, 
assess, remediate and test all relevant computer codes and embedded technology, and similar uncer- 
tainties. In addition, variability of definitions of “compliance with Year 2000” and the myriad of 
different products and services, and combinations thereof, sold by Teleglobe and EXCEL may lead to 
claims whose impact on the Corporation is not currently estimable. No assurance can be given that 
the aggregate cost of defending and resolving such claims, if any, will not materially adversely affect 
the Corporation’s results of operations. Although some of Teleglobe’s or EXCEL’s agreements with 
manufacturers and others from whom it purchases products for resale contain provisions requiring 
such parties to indemnify Teleglobe or EXCEL under some circumstances, there can be no assurance 
that such indemnification arrangements will cover all of Teleglobe’s or EXCEL’s liabilities and costs 
related to claims by third parties related to the Year 2000 issue. 

Other possible risks of the Year 2000 include the unforeseen failure of external services provided 
by key suppliers (specifically, suppliers of electrical power, heating, ventilation and air conditioning), 
local exchange carriers, inter-exchange and foreign carriers. More particularly, certain foreign carriers 
in less developed countries with which the Corporation is interconnected or exchanges traffic may 
not have the funds and/or the resources required to ensure Year 2000 compliance of their telecommu- 
nications network. These risks and the reasonability of their occurrence are currently being assessed. 
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In response to such risks, Teleglobe and EXCEL are evaluating different methods of addressing 
potential conditions or interruptions caused by the Year 2000, which may require tactical contin- 
gency planning as part of their Year 2000 Program. Teleglobe is in the process of assessing the 
completeness of the identified business risks in order to develop contingency plans. Because Teleglobe 
and EXCEL have not completed certain phases of their respective Year 2000 programs, they have not 
been able to forecast the total cost of contingency plans. At Teleglobe, contingency plans are being 
developed in conjunction with an external consulting firm and are expected to be completed by the 
third quarter of 1999. EXCEL has also begun a similar process and intends to finalize its contingency 
plans during the third quarter of 1999. 

The Corporation currently believes that the Year 2000 will not create a significant interruption 
of its operations. However, if all issues relating to the Year 2000 are not properly identified, or tested, 
and if implementation, correction and replacement are not timely effected with respect to potential 
Year 2000 problems that are identified, there can be no assurance that the Year 2000 issue will not 
materially adversely affect the Corporation’s business and its relationships with carriers, customers, 
vendors and other third parties. Additionally, there can be no assurance that the Year 2000 issues 
of other entities will not have a material adverse impact on the Corporation’s various businesses, 


systems or results of operations. 


Cautionary Statement Concerning Forward-Looking Statements 

Certain information contained in this Management’s Discussion and Analysis with respect to finan- 
cial results and future events and trends, including, without limitation, the statements concerning 
Year 2000 issues set forth under “Year 2000 Readiness Disclosure’, is forward-looking, based on the 
Corporation’s estimates and assumptions and is subject to risks and uncertainties that could cause 
the Corporation’s actual results to differ materially from the forward-looking statements contained 
in this Management’s Discussion and Analysis. For those statements, the Corporation claims the 
protection of the safe harbor for forward-looking statements contained in the Private Securities 
Litigation Reform Act of 1995. 


__Management’s Report __ 


The management of the Corporation is responsible for the preparation and integrity of the consolidated financial statements and all other 
financial information contained in the Annual Report. These statements have been prepared in accordance with accounting 
principles generally accepted in the United States of America and necessarily include some amounts that are based on management’s best 
estimates and judgment. Management considers that the statements present fairly the consolidated financial position of the Corporation, 
the consolidated results of its operations and cash flows. Financial information contained elsewhere in this Annual Report is consistent 
with the information contained in the consolidated financial statements. 

To fulfill its responsibility, management developed and maintains systems of internal accounting controls and establishes policies 
and procedures designed to ensure the reliability of financial information and to safeguard assets. The internal control systems and 
financial records are subject to evaluation by internal auditors and by the external auditors during the examination of the consolidated 
financial statements. 

The Board of Directors oversees management’s performance of its financial reporting and internal control responsibilities. The Board 
of Directors carries out its responsibility with regard to the consolidated financial statements primarily through its Audit Committee. 

The Audit Committee, which is composed exclusively of outside directors, meets regularly with the internal and external auditors, and 
with management, to discuss accounting policies and practices, internal control systems, the scope of audit work and to assess reports on 
audit work performed. The external and internal auditors have direct access to the Audit Committee, with or without the presence of 
management, to discuss results of their audits and any recommendations they have for improvements in internal controls, the quality of 
financial reporting and any other matters of interest. The consolidated financial statements have been reviewed and approved by the Board 
of Directors on the recommendation of the Audit Committee. 


ee 


Charles Sirois Claude Séguin 
Chairman of the Board and Chief Executive Officer Executive Vice President, Finance 
and Chief Financial Officer 


February 8, 1999 
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Report of Independent Chartered Accountants 


To the Shareholders of Teleglobe Inc.: 

We, Raymond Chabot Grant Thornton and Arthur Andersen & Cie, have audited the accompanying consolidated balance sheets of 
Teleglobe Inc. (“Teleglobe”) as of December 31, 1998 and 1997 and the related consolidated statements of operations, comprehensive income, 
shareholders’ equity and cash flows for each of the three years ended December 31, 1998. These consolidated financial statements are the 
responsibility of the Corporation’s management. Our responsibility is to express an opinion on these consolidated financial statements 
based on our audits. Raymond Chabot Grant Thornton did not audit the consolidated balance sheet of Excel Communications, Inc. ~ 
(“EXCEL”) as of December 31, 1997 and the related consolidated statements of operations, comprehensive income, shareholders’ equity 
and cash flows for each of the two years ended December 31, 1997. EXCEL’s assets represent 50.1% of total consolidated assets as of 
December 31, 1997. EXCEL’s revenues represent 49.9% and 54.7% of consolidated revenues for 1997 and 1996, respectively. EXCEL’s con- 
solidated financial statements for 1997 and 1996 were audited by Arthur Andersen & Cie whose report has been furnished to Raymond Chabot 
Grant Thornton, whose opinion, insofar as it relates to the amounts included for EXCEL, is based solely on the report of Arthur Andersen & 
Cie. Arthur Andersen & Cie did not audit the consolidated balance sheet of Teleglobe as of December 31, 1997 and the related consolidated 
statements of operations, comprehensive income, shareholders’ equity and cash flows for each of the two years ended December 31, 1997 prior 
to their restatement for the 1998 pooling of interests with EXCEL described in Note 2 to the consolidated financial statements. Teleglobe’s 
assets represent 49.9% of total consolidated assets as of December 31, 1997. Teleglobe’s revenues represent 50.1% and 45.3% of the total 
consolidated revenues for 1997 and 1996, respectively. Teleglobe’s consolidated financial statements for 1997 and 1996 were audited by 
Raymond Chabot Grant Thornton whose report has been furnished to Arthur Andersen & Cie, whose opinion, insofar as it relates to the 
amounts included for Teleglobe, prior to the restatement for the 1998 pooling of interests with EXCEL, is based solely on the report of Raymond 
Chabot Grant Thornton. 

We, Raymond Chabot Grant Thornton and Arthur Andersen & Cie, conducted our audits in accordance with generally accepted 
auditing standards in Canada, which are in substantial agreement with those in the United States of America. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We, Raymond Chabot Grant Thornton and Arthur Andersen & Cie, believe that 
our audits and the reports referred to above of Arthur Andersen & Cie and Raymond Chabot Grant Thornton respectively, provide a 
reasonable basis for our opinion. 

In the opinion of Raymond Chabot Grant Thornton and Arthur Andersen & Cie, based on our audits and the reports referred to above 
of Arthur Andersen & Cie and Raymond Chabot Grant Thornton, respectively, the accompanying consolidated financial statements 
present fairly, in all material respects, the consolidated financial position of Teleglobe, as of December 31, 1998 and 1997, and the 
consolidated results of its operations and cash flows for each of the three years ended December 31, 1998 in conformity with generally 
accepted accounting principles in the United States of America. 

We, Raymond Chabot Grant Thornton and Arthur Andersen & Cie, also reported separately, on February 8, 1999, to the Shareholders 
of Teleglobe on the 1998 consolidated financial statements, expressed in Canadian dollars, prepared in accordance with generally accepted 
accounting principles in Canada. 


bd, ong eh Cle t ee. PRE © hire 
Montréal, Canada Raymond Chabot Grant Thornton 


February 8, 1999 Chartered Accountants 
General Partnership 


A Hon P Leen 


t 
Arthur Andersen & Cie 

Chartered Accountants 

General Partnership 
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For the years ended December 31, 1998, 1997 and 1996 


(In millions of U.S. dollars, except share data) 1998 1997 1996 
Revenues 
Telecommunication $ 2,969.4 |$ 2,391.0 |$ 7959 
Telecommunication revenues from related parties 348.6 401.9 413.0 
Marketing services 70.9 12153 260.7 
Total revenues 3,388.9 2,914.2 2,469.6 
Operating expenses 
Telecommunication and network 2,017.8 1,745.1 1,362.9 
Selling, general and administrative 892.5 686.2 656.0 
Depreciation and amortization 132.4 102.3 112.6 
Other operating items 257.1 138.3 - 
Total operating expenses 3,299.8 2,671.9 2 ASI 
Operating income 89.1 242.3 338.1 
Interest expense 65.3 39.8 30.8 
Other income (loss) 
Investment income (loss) (13.2) 7.8 16.1 
Other Asp? 15.6 18.7 
Total other income (loss) (11.0) 23.4 34.8 
Income from continuing operations before income taxes, minority interests, 
cumulative effect of change in accounting principle and extraordinary item 12.8 225.9 342.1 
Provision for income taxes 8.6 116.0 116.4 
Income from continuing operations before minority interests, 
cumulative effect of change in accounting principle and extraordinary item 4.2 109.9 DIT. 
Minority interests 10.7 6.8 3.8 
Income from continuing operations before cumulative effect of 
change in accounting principle and extraordinary item 14.9 116.7 229.5 
Cumulative effect of change in accounting principle, net of income taxes of $39.6 - (65.2) - 
Income from continuing operations before extraordinary item 14.9 515 2295 
Income (loss) from discontinued operations, net of income taxes of 
nil and $0.4 in 1997 and 1996, respectively - (5.4) 3.6 
Gain on disposal of discontinued operations, net of income taxes of $10.1 - 65.2 _ 
Income before extraordinary item 14.9 111-3 23321 
Extraordinary item - = 22a 
Net income 14.9 111.3 211.0 
Preferred dividends (4.5) (5.9) (9.3) 
Net income to common shareholders $ 10.4 |$ 105.4 |$ 201.7 
Basic earnings per share 
Continuing operations before change in accounting principle $ 0.04 |$ 0.49 |$ 1.05 
Cumulative effect of change in accounting principle, net - (0.29) - 
Discontinued operations, net - 0.26 0.02 
Extraordinary item - - (0.11) 
Net income to common shareholders 0.04 0.46 0.96 
Basic weighted average common shares 247,367,951 226,094,814 | 209,348,720 
Diluted earnings per share 
Continuing operations before change in accounting principle $ 0.04 |$ 0.48 |$ 0.99 
Cumulative effect of change in accounting principle, net - (0.28) ~ 
Discontinued operations, net - 0.26 0.01 
Extraordinary item - - (0.09) 
Net income to common shareholders 0.04 0.46 0.91 
Diluted weighted average common shares 252,965,282 233,239,335 | 232,869,395 
Dividends per common share $ 0.13 |$ 0.12 |$ 0.10 


The accompanying notes are an integral part of these consolidated financial statements. 


39 


40 


For the years ended December 31, 1998, 1997 and 1996 
(inmillions of US. dollars) 


Net income 
Other comprehensive income (loss) 
Foreign currency translation adjustments, 
__ het of income taxes of nil for 1998, 1997 and 1996 


Comprehensive income (loss) 


The accompanying notes are an integral part of these consolidated financial statements. 


December 31, 1998 and 1997 

(In millions of U.S. dollars, except share data) 
ASSETS 

Current assets 


Cash and cash equivalents 

Accounts receivable, net of allowance of $86.1 and $70.0 for 1998 
and 1997, respectively 

Accounts receivable from related parties 

Deferred income tax asset 

Other current assets 


Investments 

Property, plant and equipment, net 
Deferred income tax asset 
Deferred charges and other 
Intangibles, net 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 

Short-term credit facilities 

Accounts payable 

Accrued liabilities 

Accounts payable to related parties 

Other current liabilities 

Current maturities of long-term debt 


Long-term debt 
Deferred management services fees and other long-term liabilities 
Deferred income tax liability 


Minority interests 
Commitments and contingencies 
Shareholders’ equity 
Preferred shares 
First series, no par value, unlimited shares authorized, none issued and outstanding 
at December 31, 1998 (2,570,000 at December 31, 1997) 
Third series, no par value, unlimited shares authorized, 5,000,000 issued and outstanding 
Common shares 
Common shares, no par value, unlimited shares authorized, 253,139,738 issued 
at December 31, 1998 (244,794,130 at December 31, 1997) 
Other comprehensive income 
Treasury shares, none at December 31, 1998 (58,233 common shares at cost, 
at December 31; 1997) 
Retained earnings 


The accompanying notes are an integral part of these consolidated financial statements. 


12.8 
89.1 


992.0 
(8.1) 


(0.9) 
391.5 


fen Lae. 


$3,270.2 
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except share data) 


Common shares 


Balance at Coe of year 


Exercise of options 

Conversion of first series 
preferred shares 

Conversion of second series 
preferred shares 

Issuance of common shares 

Allocation of common shares 
to employees 

Cancellation of treasury shares 


Balance at end of year 


First series preferred shares 
Balance at beginning of year 
Conversion to common shares 


Balance at hesoniae of year 
Allocation of common shares 


__to employees 


Balance at end of year 


Retained earnings 
Balance at beginning of year 
Net income 
Cash dividends and related taxes 
Excess of redemption price of 
common shares over stated value 


Balance at end of year 


Accumulated other comprehensive 
income (loss) 
Balance at beginning of year 
Foreign currency translation 
adjustments 


Balance at end of year 


Treasury shares 

Balance at beginning of year 
Purchase of treasury shares 
Cancellation of treasury shares 
Issuance of treasury shares 


Balance at end of year 


Total shareholders’ equity 


The accompanying notes are an integral part of these consolidated financial statements. 


1997 1996 

Shares Amount Shares Amount 

| 209,607,744 $ 528.9 |201,583,888 $392.5 

(75,436) (0.3) | (1,111,400) (3.9) 

254,090 12 389,178 2.0 

a Re 4 a 

13,874,190 53.5 73,078 0.3 

| 23,569,657 464.4 8,673,000 133.9 

fs = = 41 
(2,436,115) (55.7) 

| 244,794,130 992.0 | 209,607,744 528.9 

2,570,000 12.8 2,570,000 12.8 

2,570,000 12.8 | 2,570,000 12.8 

5,000,000 89.1 5,000,000 89.1 

be (2.2) 

= 22 

313.4 143.4 

111.3 211.0 

(32.1) (29.4) 

(1.1) (11.6) 

391.5 313.4 

16.6 16.3 

(24.7) 0.3 

(8.1) 16.6 

(2,494,348) (56.6) 2 a 

2,436,115 55.7 = = 

(58,233) (0.9) = = 

$1,476.4 $960.8 


 Consoll 


For the years ended December 31, 1998, 1997 and 1996 
(In millions of U.S. dollars) 


Operating activities 


Net incorne 
Less: Income (loss) from discontinued operations 
Gain on disposal of discontinued operations 


Income from continuing operations 
Adjustments to reconcile net income to net cash 
provided by operating activities of continuing operations: 
Depreciation and amortization 
Write-down of assets and investments 
Gain on disposal of investments 
Deferred income taxes 
Restructuring and reorganization charges 
Cumulative effect of change in accounting principle 
Extraordinary item 
Other items 
Changes in assets and liabilities, net of impact of acquisition: 
Accounts receivable, net 
Other current assets 
Deferred charges and other 
Accounts payable 
Accrued liabilities 
Other 


Net cash provided by activities of continuing operations 


Investing activities 


Purchase of property, plant and equipment 

Acquisition of Telco, net of cash acquired 

Proceeds from sale of businesses and investments 
Proceeds from disposal of property, plant and equipment 
Purchase of franchise agreements 

Net change in investments 

Net change in other assets 


Net cash used in investing activities 


Financing activities 


Net cash provided by financing activities 


Payment of long-term debt 

Proceeds from issuance of long-term debt, net of issuance costs 
Proceeds from short-term credit facilities 

Purchase of treasury shares 

Payment of dividends 

Net proceeds from issuance of common shares 

Repurchase of common shares 


Net cash used in discontinued operations 
Effect of changes in exchange rates on cash 


Net increase (decrease) in cash and cash equivalents 


Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


Supplemental disclosure 


Interest paid during the year 
Income taxes paid during the year 


The accompanying notes are an integral part of these consolidated financial statements. 
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(In millions of U.S. dollars, except share data) 


1.Statutes, Nature of Operations and Regulatory Regime 
a) Statutes and Nature of Operations 
Teleglobe Inc. is incorporated under the Canada Business Corporations Act and is a facilities-based carrier that provides international 


telecommunication services either directly or through its subsidiaries. These services, which include voice, data, Internet and value- 
added communications, are offered primarily on a wholesale basis, to carriers and Internet service providers on every continent. In 
addition, the entity resulting from the business combination (the “merger”) of Teleglobe Inc. and Excel Communications, Inc. (“EXCEL”), 
hereafter referred to as the “Corporation”, also provides retail services such as long distance, paging and, more recently, Internet services 
to both residential and commercial customers in the United States of America (“U.S.”) (see Note 2). 

Until October 1, 1998, the Corporation, through its subsidiary Teleglobe Canada Inc. (“TCI”), was the sole authorized provider 
of facilities-based telecommunication services between Canada and other countries, excluding the U.S. In 1997, as a result of 
Canada’s commitment under the World Trade Organization agreement on basic telecommunication services (“WTO Agreement”) 
of February 1997, the Government of Canada announced that TCI’s mandate would expire on October 1, 1998 (see Note 5 a). 

i) International Telecommunication Activities 

The Corporation, through its Teleglobe Communications Corporation (“TCC”) operations, earns revenues from international 

services provided through the telecommunications network of TCC. To a lesser extent, the Corporation also earns international 

service revenues from long distance telecommunications provided to both residential and commercial customers by EXCEL in the 

U.S. The revenues earned from TCC’s international services, mainly voice and data, consist of charges to carriers for the routing of 

traffic to other countries. Also included are revenues from Internet connectivity, leased circuits as well as broadcast and mobile 

services. The Corporation pays terminating charges (included in “Telecommunication and network” expenses) to other carriers to 
compensate them for their part in the distribution of telecommunications traffic. 
ii) Long Distance and Marketing Service Activities 

The Corporation, through its EXCEL operations, provides long distance, paging and, more recently, Internet services to both 

residential and commercial customers in the U. S. EXCEL has developed several marketing channels for its services, including direct 

sales to residential and commercial customers through independent representatives (“IRs”), dealers and internal sales personnel, 
as well as the direct mail marketing of several dial-around products. To provide its services, EXCEL is building a switch-based 
telecommunications network and is also leasing transmission lines from a variety of facilities-based and resale long distance carriers. 

Marketing service revenues are primarily comprised of receipts pertaining to materials and services rendered by EXCEL to IRs 
and area coordinators (“ACs”). Except in certain states, IRs are required to make an initial refundable application deposit with 
EXCEL as an expression of commitment. There is no additional cost to participate. IRs have an option to purchase a start-up package, 
which includes a training class and training materials, business forms, promotional and presentation materials, ongoing technical 
and administrative support services, and monthly reports. If the start-up package is purchased, the application deposit requirement — 
is waived. In addition, EXCEL offers training positions whereby ACs, certified by EXCEL, provide training to new IRs. 

“Selling, general and administrative expenses” include marketing costs and the costs associated with providing teleservices and 
other support services for subscribers, with billing and collecting long distance and paging revenues, and with the information 
systems and personnel required to support EXCEL’s operations. Effective January 1, 1997, EXCEL changed its method of account- 
ing for subscriber acquisition costs to expense these costs as incurred (see Note 6). 

The Corporation expenses advertising and promotion costs in the period in which they are incurred. These include direct mail 
advertising and marketing costs relating to long-distance products. 


b) Regulatory Regime 
i) Canadian Regulation 
TCI is subject to regulation by the Canadian Radio-television and Telecommunications Commission (“CRTC”). 
TCI is regulated pursuant to Telecom Decision CRTC 96-2 under a form of price regulation which includes a price reduction 
commitment regime for telephone services and a price ceiling for non-telephone services for the period terminating on December 31, 
1999, barring exceptional changes to TCI’s operating environment. This regulatory framework also provides for tariff filings, approval 
procedures and financial monitoring. Prior to 1996, TCI was subject to rate-base/rate-of-return regulation. 


1.Statutes, Nature of Operations and Regulatory Regime (continued) 
On October 2, 1997, the CRTC issued Telecom Public Notice CRTC 97-34 in which the Commission requested proposals and 
comments on the regulatory regime (including the introduction of licensing requirements) that should apply to the provision of 


international telecommunication services, effective October 1, 1998, when TCI’s exclusive mandate was scheduled to expire. This 
proceeding specifically included a review of routing restrictions and of the regulations applicable to TCI. 

On October 1, 1998, the date when the Corporation’s exclusive mandate officially ended, the CRTC issued Telecom Decision 
CRIC 98-17 which substantially changed the regulatory framework governing the provision of international services in Canada. In 
summary, the CRTC established a licensing regime which, among other things, prescribes a basic condition of license prohibiting the 
licensee from engaging in anti-competitive conduct. The regime also establishes a condition of license requiring service providers 
who operate facilities used in transporting basic telecommunications traffic between Canada and another country to file certain 
information as to the traffic they carry and the agreements and arrangements they enter into. The CRTC decision also eliminated 
the rules prohibiting the routing of Canada-Canada calls and Canada-overseas calls through the U.S., thereby removing all traffic 
routing restrictions. Finally, the CRTC maintained the regulatory regime that applies specifically to the Corporation except with respect 
to Canada-Canada and Canada-U.S. traffic. 

US. Legislative and Regulatory Matters 
The Corporation’s primary U.S. affiliates, Teleglobe USA Inc. (“TUSA”) and EXCEL are subject to the Communications Act of 1934 
(“Act”), as amended, and the regulatory jurisdiction of the Federal Communications Commission (“FCC”). In many states, state 


S 
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public utilities commissions also regulate the provision of telecommunications services. The U.S. Telecommunications Act of 1996 
(“1996 Act”) included substantial revisions to the Act which were intended to promote competition among and between local exchange 
carriers (“LEC’s”), cable television operators, and long distance providers, and to establish a broad national telecommunications 
policy. Among other things, the 1996 Act permits entry of the Bell Operating Companies (“BOC’s”) into the long distance services 
business within their local exchange territories on their conformance to a specific set of criteria demonstrating that they have 
established practical opportunities for entry into their local markets by competing local carriers. 

The FCC’s implementation of the 1996 Act has resulted in significant litigation which has delayed the advent of local exchange 
competition in the U.S. Among these actions was the successful appeal of the FCC’s 1997 order establishing baseline national rules 
pursuant to which incumbent LEC’s are to make available the use of their networks by competitors. The appeal led to an order of 
the U.S. Court of Appeals in 1997 which interpreted the 1996 amendments to the Act in a way which greatly diminished the authority 
of the FCC to set national guidelines for local carrier interconnection, and was viewed as a setback to potential new competitors, 
including the Corporation. 

On January 25, 1999, the United States Supreme Court reversed the appeals court decision and interpreted the 1996 Act as vest- 
ing broad authority in the FCC to adopt local exchange competition policy. The decision has been widely viewed as providing the 
FCC with important regulatory tools to promote the development of local exchange competition. It is not, however, possible to deter- 
mine the extent to which the Supreme Court’s order will accelerate the introduction of practical local exchange opportunities for 
the Corporation in particular markets. 

On March 3, 1998, the FCC granted TUSA additional authority under Section 214 of the Act to provide international service between 
the U.S. and Canada, and beyond, using international transmission facilities owned by TUSA. 

On May 8, 1998, the FCC granted authority to the Corporation to acquire the remaining 80% of Optel Communications Inc. 
(“Optel”) that it did not already own. Optel holds the U.S. submarine cable landing license for the CANUS 1 system which extends 
between the U.S. and Canada. The Corporation already held the license for the Canadian landing. 


2.Teleglobe-EXCEL Merger 
On November 10, 1998, Teleglobe Inc. completed a merger of one of its wholly-owned subsidiaries with EXCEL, by exchanging 
117,627,338 shares of its common stock for all of the common shares of EXCEL. Each share of EXCEL was exchanged for 0.885 share of 
Teleglobe Inc. common shares. In addition, outstanding EXCEL employee stock options were converted at the same exchange factor into 
options to purchase approximately 8,277,075 shares of Teleglobe Inc. common shares and the exercise price per share with respect to each 
such converted option was adjusted to equal the exercise price under the original option divided by 0.885. 
The merger has been accounted for as a pooling of interests under Accounting Principles Board Opinion (“APB”) No. 16. Accordingly, 
all prior period consolidated financial statements presented have been restated to include the consolidated results of operations, financial 
position and cash flows of EXCEL as though it had always been a part of Teleglobe Inc. 
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2.Teleglobe-EXCEL Merger (continued) 


There were no material transactions between Teleglobe Inc. and EXCEL prior to the combination. Certain reclassifications were made 


to the EXCEL consolidated financial statements-to conform to Teleglobe Inc.'s presentation. 


The results of operations for the separate companies and the combined amounts presented in the consolidated financial statements follow. 


1997 1996 
Revenues Bi 
Teleglobe Inc. $1,459.9 $1,118.3 
EXCEL 1,454.3 Laks 
Combined $2,914.2 $2,469.6 
Extraordinary item 
Teleglobe Inc. $ - S228 
EXCEL = - 
Combined $ ~ Saat 
Net income to common shareholders 
Teleglobe Inc. $827 $i 
EXCEL Dey: 144.4 
Combined $ 105.4 $2017 
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As a direct result of the merger with EXCEL, the Corporation recorded a charge totaling $21.3 during the fourth quarter of 1998 for 


direct incremental costs incurred in completing the merger (see Note 5 b). 


3. Significant Accounting Policies 


a) Financial Statement Presentation 


The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally accepted 
in the United States. They include the accounts of the Corporation and its subsidiaries. All significant intercompany transactions and 
balances have been eliminated upon consolidation. 

Investments in affiliates in which the Corporation does not have control, but has the ability to exercise significant influence over 
operating, investing and financial policies, are accounted for under the equity method. Under the equity method, investments originally 
recorded at cost are adjusted to recognize the Corporation’s share of the net earnings or losses of the companies as they occur, rather 
than as dividends or as other distributions are received, limited to the extent of the Corporation’s investment in, advances to, and guaran- 
tees for these investments. Investments in which the Corporation does not have the ability to exercise significant influence over operating, 
investing and financial policies are accounted for under the cost method. 


b) Regulatory Principles 


c) 


Prior to 1996, TCI’s services were regulated by the CRTC under a rate-base/rate-of-return methodology. Accordingly, TCI effectively 
accounted for its operations following the provisions of Statement of Financial Accounting Standard (“SFAS”) No. 71, “Accounting for 
the Effects of Certain Types of Regulation” (“SEAS No. 71”). In 1996, the CRTC revised the method of regulation for the Corporation.. 
Instead of the rate-of-return regulation involving the recovery of costs through rates charged to customers, the CRTC approved an incen- 
tive form of regulation involving the setting of price caps. Under price-cap regulation, the Corporation is not assured of recovering 
costs through its rates, thus, certain regulatory assets which were recognized under the cost recovery method of regulation had to be 
expensed or written down to realizable values under price-cap regulation. Accordingly, TCI decided in 1996 to discontinue the appli- _ 
cation of SFAS No. 71 as it related to the recognition of regulatory assets and liabilities. 

Upon termination of its exclusive mandate as the sole provider of facilities-based overseas telecommunication services in Canada 
by the Government of Canada on October 1, 1998, and in light of continued trends in technological innovation and the introduction of 
significant competition in the international telecommunications market, TCI determined that it was appropriate to reflect the financial 
accounting effect of the completion of the deregulation process and adjust the net carrying value of its telecommunications assets at 
December 31, 1998 to reflect the assets’ fair value (see Note 5 a). 


Use of Estimates 

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities as well as the disclosure of contingent assets and 
liabilities at the date of the financial statements. Such estimates and assumptions also affect revenues and expenses during the period 
reported. Actual results could differ from these estimates. 


3. Significant Accounting Policies (continued) 


d) 
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h) 


ee ee ee ee ee 
+ 
— 


Revenue Recognition 

In applying terms and conditions for revenue sharing with other carriers, the Corporation recognizes the international telecom- 
munication revenues from and shares owed to carriers as services are rendered and estimates the amount of such revenues and shares 
which the carriers have not reported at year-end. International telecommunication revenues are stated before any allocation of the costs 
associated with these revenues. 

Long distance telecommunication and marketing revenues are recorded when services are rendered. They are measured when long 
distance calls are completed and recorded net of an allowance for certain revenues which the Corporation estimates will ultimately 
be refunded, rebated, uncollectible or unbillable. 

Revenues from other telecommunication services are recognized as the services are provided. 


Foreign Currency Translation 
The accounts of the Corporation are translated in accordance with SFAS No. 52, “Foreign Currency Translation”. The Corporation’s 
management has elected to present these consolidated financial statements in U.S. dollars. The consolidated financial statements are 
translated from the currency of measurement, the Canadian dollar, into the reporting currency, the U.S. dollar, utilizing the current 
rate method. Accordingly, assets and liabilities are translated at exchange rates in effect at the end of the year, and revenues and expenses 
are translated at the weighted average exchange rate during the year. All cumulative translation gains or losses from the translation into 
the Corporation’s reporting currency are included as a component of “Other comprehensive income”. 

Foreign currency transaction gains (losses) included in “Other income (loss)” result from the change in exchange rates used between 
the transaction and settlement date for the translation of foreign currency transactions. 

As a result of telecommunication revenues and a significant portion of operating expenses and assets being denominated in U.S. 
dollars and the increasing international focus of the Corporation’s operations, the U.S. dollar will become the currency of measurement 
and the reporting currency effective January 1, 1999. 


Derivative Financial Instruments 

The Corporation uses derivative financial instruments to reduce its exposure to market risks from changes in interest rates and foreign 
exchange rates. The Corporation has designated its interest rate swaps as hedges and records the interest expense based on the agreements’ 
fixed rates. 

The Corporation hedges its foreign exchange exposure through a variety of strategies and financial instruments, including forward 
exchange contracts, foreign currency swap contracts, and foreign currency option contracts. The Corporation uses these strategies to 
hedge both revenues and operating expenses and the working capital of its international subsidiaries, as applicable. The fair value of the 
foreign currency contracts is estimated based on the spot rate of the various hedged currencies at the end of the period. Gains and losses 
associated with currency rate changes on foreign exchange contracts are recorded currently in income. The majority of the Corporation’s 
foreign currency contracts mature within 12 months. There were none outstanding as of December 31, 1998. 


Income Taxes 

The Corporation applies the provisions of SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109”). Under the provisions of 
SFAS No. 109, the Corporation recognizes a current tax liability or asset for current taxes payable or receivable and a deferred tax liabil- 
ity or asset for the estimated future tax effects of temporary differences between the carrying value of assets and liabilities for financial 
reporting and their tax basis and tax losses carryforward to the extent they are realizable. 


Cash and Cash Equivalents 
Cash equivalents consist of short-term deposits. 


Accounts Receivable 

Accounts receivable are net of an allowance for doubtful accounts and anticipated telecommunication revenue adjustments. The 
Corporation establishes an allowance for doubtful accounts and anticipated telecommunication revenue adjustments based on factors 
surrounding the credit risk of specific customers, as well as historical trends and other information. 
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3. Significant Accounting Policies (continued) 


i) 
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Concentration of Credit Risk 

The Corporation, through its EXCEL operations, has agreements with LEC’s, which provide billing and collection services to the majority 
of EXCEL’s subscribers. EXCEL’s subscribers are primarily residential and commercial subscribers and are not concentrated in any specific 
geographic region of the U.S. As of December 31, 1998 and 1997, approximately 22.5% and 30.9%, respectively, of the Corporation’s 
accounts receivable, were due from LEC’s. In addition, the Corporation is exposed to credit risks for the accounts receivable from Stentor 
Canadian Network Management (see Note 20). The concentration of risk from other customers is limited by the large number of customers. 


Property, Plant and Equipment 
Property, plant and equipment, including items financed through capital leases, are recorded at cost including, when applicable, salaries, 
employee benefits and interest costs incurred to finance construction. | 

The cost of construction in progress is transferred to the appropriate asset category, based on the nature of the project, as construction 
projects are completed and/or equipment is placed in service. 

Investments in cable systems correspond to the Corporation’s share of the cost of the systems as well as indefeasible rights of use 
which it holds in international cables held by third parties. 

Depreciation is calculated using the straight-line method over the expected useful life of the property, plant and equipment. The 
Corporation periodically reviews and adjusts the useful lives assigned to property, plant and equipment to ensure that depreciation 
charges provide appropriate recovery of capital costs over the estimated physical and technological lives of the assets. 

The estimated useful lives of property, plant and equipment are as follows (see Note 5 a): 


Telecommunications equipment 5 to 35 years 
Buildings, plant and equipment 3 to 40 years 
Cable systems 15 years 
Computer software and equipment 3 to 5 years 
Cable ships and submersible craft 7 to 21 years 
Leasehold improvements and other Term of the lease 


Each year, the Corporation assesses the impairment of property, plant and equipment under SFAS No. 121, “Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” (“SEAS No. 121”), and when events or changes in circumstances 
indicate that the carrying value may not be recoverable, a determination of impairment is made based on estimates of future cash flows. 

Any gain or loss resulting from the sale or retirement of property, plant and equipment is charged to income for the year. Maintenance, 
repairs and reengineering costs are charged to expense as incurred. 


Intangibles 

Goodwill, which represents the excess purchase price over the fair value of the underlying net assets of acquired subsidiaries and 

businesses at the date of acquisition, and certain identifiable intangibles are amortized over periods ranging from 5 to 40 years on a 

straight-line basis. The accumulated amortization on intangibles is $70.8 and $31.3 as of December 31, 1998 and 1997, respectively. 
Each year, the Corporation assesses the impairment of intangibles under SFAS No. 121, and when events or changes in circumstances 

indicate that the carrying value may not be recoverable, a determination of impairment is made based on estimates of future cash flows 

(see Note 5 a). 


m) Deferred Charges 


The following deferred charges are recorded at cost and amortized using the straight-line method over the following periods: 


Fiber-optic capacity Term of the leases (between 9 and 10 years) © 
Franchise agreements Term of the agreements (between 15 and 22 years) 
Long-term debt issuance costs Term of the debt (between 8 and 30 years) 


Each year, the Corporation assesses the impairment of deferred charges under SFAS No. 121, and when events or changes in 
circumstances indicate that the carrying value may not be recoverable, a determination of impairment is made based on estimates of 
future cash flows (see Note 5 a). 


3. Significant Accounting Policies (continued) 
n) Pension Plans 
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The Corporation has various contributory and non-contributory defined benefit pension plans and defined contribution retirement 
plans. For defined benefit pension plans, current service costs are recorded in income in the year the services are rendered, while past 
service costs as well as experience gains and losses which have not been recorded in income are amortized over the average remaining 
service life of the active employee group covered by the plans. The difference between the contributions paid and plan expenses is 
included under “Deferred charges and-other” on the balance sheet. 


Earnings Per Share 
In 1997, the Corporation adopted the provisions of SFAS No. 128, “Earnings per Share” (“SFAS No. 128”) regarding the calculation and 
presentation of earnings per share (“EPS”) data. Under SFAS No. 128, “Basic EPS” excludes the dilutive effect of the conversion of 
options and preferred shares and is computed by dividing income available to common shareholders by the weighted average number 
of common shares outstanding for the period. “Diluted EPS’, reflects the potential dilution that could occur if securities or other contracts 
to issue common shares were exercised or converted into common shares using the treasury stock method. The Corporation is required 
to disclose both basic and diluted EPS. All prior period EPS data have been restated to conform to SFAS No. 128. 

The weighted average number of common shares has been restated to include EXCEL shares at the exchange ratio of 0.885 to one 
for prior years presented and to reflect the two-for-one stock split which was effected on June 15, 1998. 


Stock-Based Compensation 

The Corporation, as permitted by SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”), has chosen to continue 
to account for stock-based compensation using the intrinsic value method prescribed in APB No. 25, “Accounting for Stock Issued 
to Employees” (“APB No. 25”). Accordingly, compensation cost for common share options is measured as the excess, if any, of the 


, quoted market price of the Corporation’s common shares at the date of grant over the amount an employee must pay to acquire the 


— 


common shares. The Corporation has adopted the disclosure requirements of SFAS No. 123. 


Recent Accounting Pronouncements 
i) Computer Software 
In March 1998, the American Institute of Certified Public Accountants (“AICPA”) issued Statement of Position (“SOP”) 98-1, 
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use” (“SOP 98-1”). SOP 98-1 must be 
adopted no later than January 1, 1999, and defines internal-use software and requires that the cost of such software be capitalized 
and amortized over its useful life. Presently, the Corporation’s policy is to capitalize the costs of computer software developed or 
obtained for internal use. Based on the Corporation’s current policy, SOP 98-1 will not have an impact on the consolidated results 
of operations or financial condition. | 
Cost of Start-Up Activities 
In April 1998, the AICPA also issued SOP 98-5, “Reporting on the Costs of Start-Up Activities” (“SOP 98-5”), to provide guidance 
to all non-governmental entities on financial reporting of costs of start-up activities. SOP 98-5 must be adopted no later than January 
1, 1999 and requires that costs of start-up activities be expensed as incurred. Based on the Corporation’s current policy for costs of 
start-up activities, SOP 98-5 will not have an impact on the consolidated results of operations or financial condition. 
iii) Derivative Instruments and Hedging Activities 
In June 1998, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 133, “Accounting for Derivative Instruments 
and Hedging Activities” (“SEAS No. 133”). SEAS No. 133 must be adopted for fiscal years beginning after June 15, 1999 and establishes 
accounting and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, 
and for hedging activities. The Corporation is currently assessing the impact of adopting SFAS No. 133. 
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4. EXCEL - Telco Merger 


On October 14, 1997, EXCEL acquired all of the outstanding shares of Telco Communications Group, Inc. (“Telco”) pursuant to the 
Agreement and Plan of Merger (“Agreement”) dated as of June 5, 1997 (“the EXCEL — Telco Merger”). Under the Agreement, each 
outstanding share of Telco common stock was converted into 0.7595 shares of common stock of EXCEL and $15.00 in cash. In addition, 
except for certain options, each then outstanding and unexercised option to acquire one share of Telco common stock was converted into 
an option to acquire 1.5190 shares of EXCEL common stock, and the exercise price per share with respect to each such assumed option 
was adjusted to equal the exercise price under the original option divided by 1.5190. Consideration for the EXCEL — Telco Merger consisted 
of $665.7 in cash (including $164.5 of Telco debt assumed and paid by EXCEL) and 25,376,506 shares of common stock, $0.001 par value, 
of EXCEL. 

The EXCEL — Telco Merger has been accounted for under the purchase method of accounting and accordingly the purchase price and 
acquisition costs were allocated to the assets acquired. The results of operations for the year ended December 31, 1997 include Telco’s finan- 
cial results after October 14, 1997, the effective date of the EXCEL — Telco Merger. In connection with the purchase method of accounting, - 
EXCEL recorded certain known liabilities related to costs required to exit activities of Telco and payments to be made under a severance plan. 

In 1997, upon completion of the EXCEL — Telco Merger, EXCEL developed plans to consolidate the operations of Telco into those of 
EXCEL. These plans included the closing of the Telco network engineering facilities in Schaumberg, Illinois, the Telco headquarters facil- 
ity and administrative offices in Chantilly, Virginia, the Telco customer services functions, the Telco telecommunication network monitoring 
facilities in Austin, Texas and four Telco network switching facilities. Total headcount affected was 440. These Telco operations were to be 
relocated and combined with similar operations of EXCEL. As of December 31, 1998, total costs incurred in closing these facilities, sever- 
ing personnel and relocating the remaining personnel were $25.3. Costs accrued to be incurred in 1999 to complete consolidation plans 
are $14.1. Management is currently integrating the two organizations and expects to complete the process by the end of 1999. To the extent 
unused, the accrual for the Telco integration costs will be used to reduce goodwill recorded in the EXCEL — Telco Merger. 

In conjunction with the EXCEL — Telco Merger, net cash paid was as follows: 


Assets acquired $1,332.1 
Liabilities assumed (365.4) 
Common shares issued (465.5) 
Cash paid 501.2 
Less: Cash acquired (25.6) 
Net cash paid $ 475.6 


The merger with Telco resulted in the recognition of goodwill of $906.6 which is being amortized straight-line over a period of 40 years. 
The following unaudited financial information presents the Corporation’s results of operations for the year ended December 31, 1997 on 
a pro forma basis as if the EXCEL — Telco Merger had occurred on January 1, 1997: 


1997 
Total revenues $3,357.4 
Income from continuing operations before cumulative effect of change in accounting principle $ 122.8 
Income from continuing operations S$ 76 
Earnings per share from continuing operations before cumulative effect of change in accounting principle $* 0/52 
Earnings per share from continuing operations $-) 0:22 


These pro forma results exclude a charge for reorganization and restructuring of $64.6 in 1997 (see Note 5 f). 

These pro forma amounts present the historical operating results of the Corporation and Telco combined with appropriate adjustments 
which give effect to incremental goodwill amortization and interest expense incurred in connection with the EXCEL — Telco Merger. These © 
pro forma amounts do not give effect to any potential cost savings or other operational changes that could result from the EXCEL — Telco 
Merger. The pro forma data are not intended to be indicative of actual results had the EXCEL — Telco Merger occurred on January 1, 1997 
nor do they indicate results which may be achieved in the future. 
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5. Other Operating Items 


A summary of other operating items for the years ended December 31, 1998 and 1997 is as follows: 


1998 1997 

Asset Impairment $280.7 $ = 
Teleglobe - EXCEL Merger-Related Costs 21.3 - 
Gain on Sale of Interests in INMARSAT and Stratos Wireless Inc. (15.4) - 
Gain on Sale of CGI Group Inc. Shares (32.5) = 
Write-down of Investments 3.0 _ 
EXCEL — Telco Restructuring Expense ~ 64.6 
Globesystem Atlantic™ Impairment - 57.8 
Optel Impairment - 15.9 
$257.1 $138.3 


a) Asset Impairment 
Following the expiry of TCI’s exclusive mandate as the sole provider of facilities-based overseas telecommunication services in Canada 
on October 1, 1998, the Corporation recorded a non-cash charge, in the fourth quarter of 1998, related to a write-down in the carrying 
value of certain assets of $252.6, as determined under the provisions of SFAS No. 121. Also included in the “Write-down of property, 
plant and equipment” is the write-down of $28.1 of some computer systems which have been replaced by EXCEL. Management’s 
estimate of the Corporations fair value of operating assets resulted in a reduction in the book value of the assets as follows: 


Write-down of property, plant and equipment $244.6 
Write-down of intangibles 15.7 
Write-down of deferred charges and other 20.4 


’ $280.7 


The fair value of the assets was determined by estimating the present value of future cash flows to be generated from those operations 
that were subject to the exclusive mandate on facilities-based overseas telecommunications in Canada. In light of continued trends in 
technological innovation and asset replacement and the introduction of significant competition in the international telecommunications 
market, the Corporation reviewed and adjusted the estimated useful lives of certain telecommunications equipment previously ranging 
from 5 to 15 years, to 5 to 7 years, and cable systems previously ranging from 14 to 20 years, to 15 years. 


b) Teleglobe - EXCEL Merger-Related Costs 
Direct incremental costs consist of expenses associated with completing the merger transaction such as professional and regulatory fees. 


c) Gain on Sale of Interests in INMARSAT and Stratos Wireless Inc. 
On September 10, 1998, the Corporation sold the assets comprising all of its International Maritime Satellite Organization (“INMARSAT”) 
mobile satellite communication services for a total consideration of $55.9 and recorded a gain on disposal of $15.4. These assets include 
the Corporation’s interest and signatory status in INMARSAT, its interest in a joint venture which provides INMARSAT B&M global 
services, its interest in the SATELLITE AIRCOM consortium as well as two tracking, telemetry and command stations used in the 
positioning and tracking of INMARSAT satellites (see Note 10 a). As part of this transaction, the Corporation also sold its 29.2% interest 
in Stratos Wireless Inc. (“Stratos”). 


d) Gain on Sale of CGI Group Inc. Shares 
On December 18, 1997, the Corporation reached an agreement with an underwriting syndicate to sell all its CGI Group Inc. (“CGI”) 
Class A subordinate shares, which the Corporation had acquired on the disposal of its Insurance Systems operations, for a total con- 
sideration of $169.7, net of related expenses (see Note 7). At the beginning of 1998, the agreement was modified and BCE Inc. (“BCE”) 
became a purchaser of 6 million of these shares. The transaction closed in early January 1998 and the Corporation recorded a gain on 
disposal of $32.5 in the first quarter of fiscal 1998. 


e) Write-down of Investments 
In the third quarter of 1998, the Corporation wrote down to its net realizable value, its investment in Jazz Media Network and other 
projects undertaken by Teleglobe Media Enterprises. Accordingly, a charge of $3.0 was applied against income. 
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5. Other Operating Items (continued) 


f) EXCEL - Telco Restructuring Expense 

During the fourth quarter of 1997, primarily as a result of the EXCEL — Telco Merger, the Corporation initiated plans to reorganize 
and restructure its management and operational organization and facilities to eliminate duplicate facilities, abandon certain projects 
and activities, and to take further advantage of the synergies available to the combined entities. Accordingly, the Corporation recorded 
a charge of $64.6 to its operations for the estimated costs of such reorganization and restructuring activities in addition to certain legal 
expenses, vendor disputes, and other charges. 

The following table reflects the balances of significant items included in the charge for reorganization and restructuring for the year 
ended December 31, 1997: 


Reduction in carrying value of certain assets $47.7 
Costs to exit unfavorable contracts 5:5 
Legal expenses, vendor disputes and other charges 11.4 

$64.6 


As of December 31, 1998, all amounts accrued have been paid. 


— 


Globesystem Atlantic Impairment 
In the fourth quarter of 1997, the Corporation wrote down the inventory capacity it held for resale in the Globesystem Atlantic cable 


9 
system to its net realizable value. A non-cash charge of $57.8 was recorded in 1997. 


h 
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Optel Impairment 

In 1997, the Corporation wrote down to its net realizable value its net investment, including a loan receivable, in Optel, a company 
involved with the sale of cable system capacity in Globesystem Atlantic, in which the Corporation owned a 20% equity interest. 
Accordingly, a non-cash charge of $15.9 was recorded in 1997. 


. Cumulative Effect of Change in Accounting Principle 


Effective January 1, 1997, EXCEL changed its method of accounting for subscriber acquisition costs. Previously, EXCEL had deferred the 
portion of commissions paid to IRs that directly relates to the acquisition of long distance and paging subscribers. Beginning January 1, 
1997, EXCEL began fully expensing subscriber acquisition costs in the period incurred in order to present its operating results in a manner 
more consistent with other telecommunications companies against which its results are now compared. EXCEL recognized a non-cash 
charge of $65.2, net of income taxes of $39.6, to reflect the change in accounting principle. 


. Discontinued Operations 


In the third quarter of 1997, the Corporation adopted a plan to dispose of its Insurance Systems operations. On October 22, 1997, the 
Corporation sold all its shares in its Insurance Systems operations to CGI for a cash consideration of $14.4 and 5.3 million CGI Class A 
subordinate shares. These shares were subsequently split on a two-for-one basis. 

The net income of the Insurance Systems operations for the years ended December 31, 1997 and 1996 has been reclassified under 
discontinued operations in the consolidated statements of operations. 

Revenues from discontinued operations were $99.9 and $111.1 in 1997 and 1996, respectively. 


. Extraordinary Item ip 


In 1996, TCI became subject to a regulation based on price caps instead of the previous rate-base/rate-of-return methodology. Consequently, . 
the regulatory assets set up as a result of certain deferred tax benefits were charged to expense under the provisions of SFAS No. 101, 
“Regulated Enterprises — Accounting for the Discontinuation of Application of FASB Statement No. 71” (“SFAS No. 101”) and recorded 
as an extraordinary item of $22.1 in the year ended December 31, 1996. 


9.Income Taxes ; Mdi3 
The following table presents income (loss) from continuing operations before income taxes, minority interests, cumulative effect of change 
in accounting principle and extraordinary item for the entities incorporated in the following jurisdictions for the years ended December 


31, 1998, 1997 and 1996: 


Canada 
Foreign 


The components of the provision for income taxes attributable to continuing operations for the years ended December 31, 1998, 1997 
and 1996 are as follows: 


i? 1997 1996 

Current 
Federal (Canada) $253.5 $ 39.9 
Provincial 18.4 1337; 
Foreign 60.7 60.3 
Total current 132.6 113.9 

Deferred ; 

Federal (Canada) (8.6) (16.8) 
Provincial (2.9) (5.8) 
Foreign (Se) 25.1 
Total deferred (16.6) ; PS. 
$116.0 $116.4 


The tax effects of temporary differences which gave rise to the net deferred income tax asset (liability) at December 31, are as follows: 


Deferred income tax asset 


Property, plant and equipment 
Capital losses carryforward 

Net operating losses carryforward 
Other operating items 

Investment tax credit and other 
Accrued liabilities and other 
Valuation allowance 

Gross deferred income tax asset 
Deferred income tax liability offset 
Net deferred income tax asset 


Deferred income tax liability Current Long-term 

[1998 [997 | 998 | 1889 
Property, plant and equipment $ 80.8 
Accounts receivable - 
Other <€ - 
Gross deferred income tax liability 80.8 
Deferred income tax asset offset (14.7) 
Net deferred income tax liability $ 66.1 


income tax assets which may expire unutilized. During 1998, the valuation allowance decreased by $31.6, primarily as a result of the 
utilization of capital losses carryforward for which a valuation allowance had been recorded previously. 
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10. 


Income Taxes (continued) 
As of December 31, 1998, cumulative undistributed earnings from foreign subsidiaries were primarily related to EXCEL. No provision for 


Canadian income taxes has been made since the Corporation considers the undistributed earnings to be permanently invested in the U.S. 
As of December 31, 1998, the Corporation had net operating losses carryforward of $47.8. The net operating losses carryforward are 
limited to use in varying annual amounts through 2012. In addition, at December 31, 1998, the Corporation had net capital losses carry- 
forward of $76.0. Of these net capital losses carryforward, $13.8 can be used through 2002 and the remaining $62.2 can be used indefinitely. 
A reconciliation between taxes computed by applying the Canadian statutory federal income tax rate of 29.12% to pretax income and 
income taxes provided in the consolidated statements of operations is as follows: 


Amounts computed at statutory rates 
Provincial income taxes 
Merger and acquisition related costs 


Valuation allowance 

Amortization and write-down of intangibles 
Gain on disposal of investments 

Adoption of SEAS No. 101 — Change in regulatory practices 
Foreign rate differential and other non-deductible charges 


Investments 


Investments in Affiliates $218.5 $241.0 
Investments at Cost 14.6 1S7e2 


As of December 31, 1998, goodwill included in the investments in affiliates amounted to $3.5 ($8.5 as of December 31, 1997), net of 
accumulated amortization of $1.1 ($0.7 as of December 31, 1997). Dividends received from investments in affiliates amounted to $30.0 
for the year ended December 31, 1998 ($30.7 for 1997). 


a) Investments in Affiliates 
i) INTELSAT/INMARSAT 
Until 1998, TCI was the designated Canadian signatory to both the INMARSAT and the International Telecommunications Satellite 
Organization (“INTELSAT”) operating agreements. Pursuant to an agreement dated October 31, 1996, the Corporation sold, in 
1998, its interest in INMARSAT, and the Government of Canada reassigned its signatory status to the purchaser of such interest. 
Periodically, TCI’s ownership in these organizations is adjusted to conform to its proportional use of the systems or such other level 
as it may elect, according to the terms of the respective operating agreements. The Corporation remains the Canadian signatory _ 
to INTELSAT. 
1000 de La Gauchetiére West Building Inc. 
The Corporation is the co-owner of its corporate office building. The Corporation’s ownership interest at December 31, 1998 
was 30%. . 
iti) ORBCOMM Global, L.P. 
The Corporation and Orbital Sciences Corporation, a U.S. public corporation, have formed a joint venture called ORBCOMM 
Global, L.P. (““ORBCOMM)”) for the financing and operation of a digital satellite telecommunications system. The ORBCOMM™ 
system is designed to provide continuous low-cost coverage over most of the earth’s surface for monitoring, tracking and messaging 
applications. The Corporation owns a 50% interest in ORBCOMM as a result of the indirect acquisition of an additional 15% inter- 
est in 1998 for $65.5. 
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10. Investments (continued) 


iv) Teleglobe Marine (U.S.) Inc. 
The Corporation participates in the ownership of five cable ships, with percentages varying from 25% to 45%, through its sub- 


sidiary Teleglobe Marine (U.S.) Inc. (“TMI”) under limited partnership agreements with a subsidiary of Tyco International Ltd. 


v) Combined financial information related to investments in affiliates 


The summarized combined financial information for all investees accounted for under the equity method, as reported in their financial 


statements as of December 31, 1998 and 1997 and for the three years ending December 31, 1998, is as follows: 


Current assets 
Long-term assets 
Current liabilities 
Long-term liabilities 


4,421.1 
678.9 


_ Years ended December 31, 
7, 1997 


Revenues $1,473.7 
Operating income 745.1 
Income from continuing operations 481.8 
Net income 


474.5 — 


b) Investments at Cost 
i) Optel 


Prior to May 1998, the Corporation held a 20% interest in Optel which was carried at cost. On May 15, 1998, the Corporation 
acquired all of the remaining shares outstanding of Optel for a cash consideration of $3.7. The purchase of the additional 80% 
has been accounted for under the purchase method of accounting. The consolidated results of operations for the year ended 


December 31, 1998 include Optel’s financial results from May 15, 1998. 
ii) New Skies Satellites N.V. 


On November 30, 1998, INTELSAT transferred certain assets and liabilities to its newly formed subsidiary New Skies Satellites N.V. 
(“NSS”). On the same date INTELSAT also distributed 90% of its shares in NSS to its signatories. Following this transaction, the 


Corporation owns a 1.84% interest in NSS. 
iii) CGI 
Also included in “Investments at cost” as of December 31, 1997 were the CGI shares sold in January 1998 (see Note 5 d). 


11. Property, Plant and Equipment 


Land 

Telecommunications equipment 

Buildings, plant and equipment 

Cable systems 

Computer software and equipment 

Cable ships and submersible craft 

Leasehold improvements and other 

Construction in progress 
Total 

Less: Accumulated depreciation 


Property, plant and equipment, net 


Interest has been capitalized in accordance with SFAS No. 34, “Capitalization of Interest Cost”: Total interest cost was $67.7 and $40.3 in 1998 
and 1997, respectively. Of this amount, $2.4 and $0.5 have been capitalized as property, plant and equipment in 1998 and 1997, respectively. 


1997 
$ 10.5 
592.2 
118.3 
442.9 
92.0 

2.3 

17.9 
39.9 
1,316.0 
(470.6) 
$ 845.4 
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12. 


13. 


14. 


Deferred Charges and Other 


Fiber-optic capacity 
Long-term receivables 
Franchise agreements 

Prepaid pension asset 
Long-term debt issuance costs 
Other 


Short-term Credit Facilities 


a) 


b 


~— 


Operating Line of Credit 
In the course of its operations, TCI can avail itself of a renewable term credit facility for a maximum of CDN$20.0 (US$13.0, at December 
31, 1998). This unsecured facility is repayable at any time and bears interest at rates based on either the rate of bankers’ acceptances 
plus 0.25% or bank prime rate for amounts drawn in Canadian dollars, or on LIBOR (London Interbank Offered Rate) plus 0.25% or 
the U.S. base rate for amounts drawn in U.S. dollars. TCI can also issue letters of credit at a cost of 0.25%. 

The operating line of credit is for a one-year period. Six months prior to maturity, the lenders may agree to extend the maturity 
date for an additional six-month period. 


Promissory Notes 
TCI is authorized to issue up to CDN$150.0 (US$97.6, at December 31, 1998) of promissory notes (commercial paper) which are 
supported by a revolving credit facility of up to CDN$100.0 (US$65.1, at December 31, 1998). This unsecured facility is repayable at 
any time and bears interest at rates based on either the rate of bankers’ acceptances plus 0.25% or bank prime rate for amounts drawn 
in Canadian dollars, or on LIBOR plus 0.25% or the U.S. base rate for amounts drawn in U.S. dollars. 

At December 31, 1998, TCI has $65.1 of promissory notes outstanding. 

The revolving credit facility is for a one-year period. Six months prior to maturity, the lenders may agree to extend the maturity 
date for an additional six-month period. 


Long-term Debt 


1998 1997 

Teleglobe Canada Inc. 
Debentures (CDN$100.0), 8.00%, maturing in 2026 $ 65.1 $ 70.0 
Debentures (CDN$125.0), 8.35%, maturing in 2003 81.3 87.5 
Debentures (CDN$125.0), 8.85%, maturing in 2002 81.3 87.5 
2277, 245.0 
Teleglobe Marine (U.S.) Inc. 
Senior notes, 7.05%, maturing in 2013 53.6 56.3 
Subordinated notes, 7.12%, maturing in 2004 18.0 20.5 
71.6 __.76.8 

EXCEL 

Credit facility, effective rate of 6.18%, maturing in 2002 407.0 475.0 
Other 2.1 3.0 
409.1 478.0 
Total long-term debt 708.4 799.8 
Less: Current portion 6.3 5.8 
$702.1 $794.0 


14. Long-term Debt (continued) 
a) Teleglobe Inc. - Credit Facility 


b 


— 


The Corporation has a credit facility of CDN$365.0 (US$237.4, at December 31, 1998) with a syndicate of Canadian financial 
institutions that matures in 2002. The facility is unsecured and is divided in two tranches: 

- A revolving-term credit facility of up to CDN$345.0 (US$224.4, at December 31, 1998) made available for general corporate 

purposes; . 

- A revolving-term credit facility. of up to CDN$20.0 (US$13.0, at December 31, 1998) made available to the Corporation for 

general working capital purposes. 

Interest rates on this facility are based on bankers’ acceptances plus 0.22% or bank prime rate for drawdowns in Canadian dollars, 
or on LIBOR plus 0.22% or U.S. base rate for drawdowns in U.S. dollars. The Corporation can also issue letters of credit at a cost 
of 0.22%. 

At December 31, 1998 and 1997, this credit facility was unused. 


Teleglobe Canada Inc. 

i) Term Credit Facility 
TCI has a term credit facility of CDN$49.0 (US$31.9, at December 31, 1998) with Canadian financial institutions. This non-revolving 
reducing-term facility was repayable in quarterly installments of CDN$0.5 (US$0.3, at December 31, 1998) until expiration in 2001. 
In August 1997, the credit facility was converted to a revolving reducing-term facility by an amendment to the original credit 
agreement. The credit facility bears interest at rates based either on bankers’ acceptances plus 1.375%, bank prime rate plus 0.50% 
or the lenders’ cost of loans plus 1.375%. The facility is secured by TCI’s shares in 1000 de La Gauchetiére West Building Inc. for a 
principal amount of CDN$59.0 (US$38.4, at December 31, 1998) plus interest on such amount, compounded annually at the rate 
of 20% per annum. As at December 31, 1998 and 1997, this term credit facility was unused. 

ii) Debentures 
The 8.00%, 8.35% and 8.85% debentures issued in 1996, 1993 and 1992, respectively are unsecured and redeemable at any time by 
TCI. They were each issued under a trust indenture providing for the creation of a debenture in the principal amount of CDN$300.0 
(US$195.1, at December 31, 1998). 


c) Teleglobe Marine (U.S.) Inc. - Senior and Subordinated Notes 
Teleglobe Marine (U.S.) Inc. senior and subordinated notes, 7.05% and 7.12%, are secured by an interest in five cable ships which are 
owned through limited partnerships with a subsidiary of Tyco International Ltd. 

d) EXCEL 
In 1997, EXCEL entered into a credit facility for borrowings up to $1,000.0. Borrowings under the credit facility are available for gen- 
eral corporate purposes including acquisitions and are subject to various financial covenants. The facility is secured by the common 
shares of various subsidiaries of EXCEL. The interest rate on the credit facility is based on EXCEL’s prevailing debt ratio and ranges on a 
Eurodollar (LIBOR) option from a spread of 0.625% to 1.75%, and on a Base (Prime) Rate option from a spread of 0% to 0.50%. Total 
borrowings availability under the credit facility reduces to $800.0 on September 30, 2000, and to $500.0 on September 30, 2001, and 
the credit facility expires on September 30, 2002. 

e) Long-term Debt Maturities 
1999 oS Os 
2000 6.8 
2001 6.7 
2002 494.1 
2003 87.5 
Thereafter 107.0 

$708.4 

A portion of long-term debt is subject to interest rate swaps as described in Note 21 — Financial Instruments. 
The Corporation is required to and did maintain certain financial ratios under its various loan agreements, both on a consolidated and 

unconsolidated basis. 
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15. 


16. 


Redeemable Preferred Shares 
The Corporation is authorized to issue an unlimited number of second series preferred shares, without nominal or par value. The second 


series preferred shares entitled shareholders to fixed cumulative dividends at a rate of 8% per annum. The shares were non-voting and 
convertible at any time based on a conversion price of CDN$10.75 (US$6.99, at December 31, 1998) per common share. They were retractable 
on May 1, 1997 and redeemable from May 2, 1997 at a price of CDN$25.00 (US$16.26, at December 31, 1998) per share. During 1997, all such 
outstanding shares were converted or redeemed. When issued and outstanding, the second series preferred shares were classified as debt. 


Share Capital 
The Corporation is authorized to issue an unlimited number of common shares, Class A non-voting shares and preferred shares, all without 


nominal or par value. A two-for-one stock split was effected on the common shares on June 15, 1998. Accordingly, all information relating 
to common shares for the current and prior periods has been restated to reflect the common shares stock split retroactively. 

The rights attached to the Class A non-voting shares are identical to those of the common shares except for the fact that they are non-voting. 
At December 31, 1998 and 1997, there were no Class A non-voting shares outstanding. 

The first series preferred shares are non-voting and convertible at any time, at the option of the holder, into an equal number of common 
shares. No dividend may be declared on the common shares and Class A non-voting shares unless an equal and rateable dividend has been 
declared on the first series preferred shares. The holders of first series preferred shares are entitled to receive capital and any dividends 
declared thereon before holders of common shares and Class A non-voting shares in the event of liquidation, but otherwise the shares 
rank equally with the common shares. The shares were deemed to be equivalent to common shares for purposes of calculating earnings 
per share. A two-for-one stock split was effected on the first series preferred shares on June 15, 1998. Accordingly, all information relating 
to the first series preferred shares for the current and prior periods has been restated to reflect the first series preferred shares stock 
split retroactively. 

The third series preferred shares entitle shareholders to fixed cumulative dividends at a rate of 5.4% per annum. The shares are non- 
voting and are, at the Corporation’s option on or after April 1, 2001, redeemable for cash at CDN$25.00 (US$16.26, at December 31, 1998) per 
share or convertible into common shares of the Corporation determined by dividing CDN$25.00 (US$16.26 , at December 31, 1998) by the 
greater of CDN$3.00 (US$1.95, at December 31, 1998) and 95% of the weighted average trading price of the common shares at the time 
of conversion. On or after May 1, 2001, subject to the preemptive right of the Corporation to redeem for cash or to find substitute purchasers 
at CDN$25.00 (US$16.26 at December 31, 1998) per share, the shares are convertible at the option of the holder into common shares of 
the Corporation based on the same formula used for redemption. At any time, the Corporation may offer shareholders the right to convert 
into a further series of preferred shares on a one-for-one basis. 


17. Basic and Diluted Earnings per Share 


The following table presents a reconciliation of Basic EPS to Diluted EPS as required by SEAS No. 128: 


Basic EPS: 

Income from continuing 
operations before 
cumulative effect of change 
in accounting principle 
and extraordinary item 

Dividends on preferred 
shares (including 
related taxes) 


Income from continuing 
operations before 
cumulative effect of change 
in accounting principle 
and extraordinary item 
available to common 
shareholders 

~~ Diluted EPS: 
Effect of Dilutive Securities: 

Impact of exercise of share 
options under treasury 
stock method 

Conversion of preferred shares 


Income from continuing 
operations before 
cumulative effect of change 
in accounting principle 
and extraordinary item 
available to common 
shareholders 
and assumed exercises 


___ For the years ended December 31, 


soe a ay 96. 
Income _ Shares EPS .. |Income — Shares EPS) 
(millions) (millions) 
$116.7 226.1 | $229.5 209.3 
(Onan ik (9.8) = 
L106 gas 226 S049 4219.7.) 5209.3. $1.05. 
= MS) = Doth 
ie! 4.2 9.8 20.9 
$111.7 29922 $0.48 | $229.5 20029 $0.99 


Earnings per share for the current and prior years have been adjusted to give effect to the two-for-one stock split effected June 15, 1998. 
In 1996, the weighted average shares outstanding excluded the number of employee stock ownership plan shares that had not been released 


to employees at the end of the period. 


The computation of diluted earnings per share excludes the effect of 2,746,248 and 5,753,500 incremental common shares attributable 
to the potential conversion of third series preferred shares, for the years ended December 31, 1998 and 1997, respectively, because their effect 


was antidilutive. 
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18.Share Option and Employee Stock Purchase Plans 


Share-Based Compensation 

The Corporation has various share option plans which permit the issuance of either incentive share options or non-statutory options to 
selected employees, directors, and consultants to the Corporation and its affiliates. The plans reserve 15,035,018 shares of common stock 
for grants. These options vest over a three to seven-year period and expire seven to ten years from the date of grant. As of December 31, 
1998, 782,587 shares remained available for future option grants and 6,054,292 outstanding options are vested or exercisable. 

Effective January 1, 1995, EXCEL amended one of its 401(k) plans to incorporate an Employee Stock Ownership Plan (“ESOP”) for 
substantially all employees of EXCEL. On November 1, 1995, the ESOP borrowed $6.0 from the Corporation to purchase 2,655,000 shares 
of common stock. The shares were held in a trust and were allocated to employees’ accounts in the ESOP during the same calendar year in 
which debt repayments were made. The Corporation recognized compensation expense related to the ESOP of $6.3 for the year ended 


December 31, 1996. During 1995, 1,510,695 shares were released and allocated to ESOP participants. The remaining 1,144,305 shares were - 


allocated to ESOP participants in 1996. 

As permitted under SFAS No. 123, the Corporation has elected to continue to measure its stock-based awards using the intrinsic value 
method prescribed by APB No. 25. The application of APB No. 25 did not result in the recognition of compensation expense. The table 
below presents pro forma net income and EPS had compensation cost for the Corporation’s share-based employee compensation plans been 
determined under the provisions of SFAS No. 123. 


Net income $ 
Basic EPS 
Diluted EPS 


The fair value of the options was estimated at the grant date using the Black-Scholes option pricing model with the following weighted- 
average assumptions for 1998, 1997 and 1996: risk-free interest rate between 4.3% and 5.75%; dividend yield between 0% and 2%; volatility 
factor of the expected market price of the Corporation’s common shares between 25% and 44%; and a weighted-average expected life of 
the options between 5 and 7 years. 

The Black-Scholes option pricing model was developed for use in estimating the fair value of traded options that have no vesting restric- 
tions and are fully transferable. In addition, option pricing models require the input of highly subjective assumptions including the expected 
stock price volatility. Because the Corporation’s employee stock options have characteristics significantly different from those of traded 
options, and because changes in the subjective input assumptions can materially affect the fair value estimate, in management’s opinion, 
the existing models do not necessarily provide a reliable single measure of the fair value of its employee stock options. 

The SFAS No. 123 method of accounting does not apply to options granted prior to January 1, 1995, and accordingly, the resulting pro 
forma compensation cost may not be representative of the cost to be expected in future years. 

A summary of the status of the Corporation’s stock option plans as of December 31, 1998, 1997 and 1996 and changes during the years 
then ended is presented in the table below: 


1998 1997 | 1996 

Weighted Weighted Weighted 

Average Average Average _ 
Exercise Exercise Exercise 
Number Price Number Price Number Price 
Outstanding, beginning of year 1252225751 $11.37 7,211,010 $ 6.97 6,119,467 yo 8 
Granted 5,316,710 25.97 7,063,575 14.29 1,835,894 12.00 
Exercised (2,503,769) Ted. (1,365,569) 4.75 (389,178) 5.36 
Expired (783,261) 9.22 (686,265) 8.46 (355,173) 6.50 
Outstanding, end of year 14,252,431 17.63 EVA SESN Ley (AON) 6.97 
Exercisable, end of year 6,054,292 $11.26 2,842,584 $ 5.76 665,932 $ 5.46 

Weighted average fair value 
of options granted $ 10.39 $ 8.40 $ Dal 


— 


18.Share Option and Employee Stock Purchase Plans (continued) 
The following table summarizes information about share options outstanding and exercisable at December 31, 1998: 


‘ Options Outstanding Options Exercisable 
= Weighted Weighted Weighted 
Average Average _ Average 
os Number Remaining Exercise Number Exercise 
j Range of Exercise Price Outstanding Life Price Exercisable Price 
$ 0.50-$ 6.99 3,286,688 6.16 $ 5.39 3,160,007 $ 5.33 
$ 7.00 - $13.99 2,490,112 5:99 11.38 1,104,351 11-35 
$14.00 - $19.99 2,068,515 7.03 16.72 732,695 16.23 
$20.00 - $26.99 3,008,520 8.95 24.39 982,014 MOY) 
$27.00 - $29.61 3,398,596 9.89 28.62 Tox225 ZT AZ 
$ 0.50 - $29.61 14,252,431 7.74 $17.63 6,054,292 $11.26 


19. Pension Plans 
The Corporation and certain of its subsidiaries have contributory and non-contributory defined benefit plans which provide pensions 


ee 


based on length of service and average earnings. Additionally, under a program discontinued in April 1995, the retiring employees of TCI 


RCI a eT et a 


are paid a benefit based on unused sick leave and length of service. 

In addition to these pension plans, the Corporation and certain of its subsidiaries maintain capital accumulation plans qualifying under 
the provisions of Section 401(k) of the Internal Revenue Code enabling qualified employees to contribute on a tax deferred basis. 

The changes in benefit obligations and in the plan assets for these various defined benefit plans for the years ended December 31, 1998 
and 1997 are as follows: 


i 


1998 1997 
Projected benefit obligation, beginning of year $ 76.2 $ 75.6 
Service cost Qe Del, 
Interest cost Sei 6.1 
Actuarial gain - (0.7) 
Benefits paid (5.1) (4.3) 
Effect of foreign exchange rate changes (5.9) | (3.2) 
Projected benefit obligation, end of year $ 73.6 $ 76.2 
Fair value of plan assets, beginning of year $111.1 $105.2 
Actual return on plan assets 11.5 12.1 
Employer contribution 1.3 Dei 
Benefits paid (5.1) (4.3) 
Effect of foreign exchange rate changes (8.2) (4.6) 
Fair value of plan assets, end of year $110.6 $111.1 
Funded status $ 37.0 $ 34.9 
Unrecognized net transition obligation 1.7 2.8 
Unrecognized net asset from experience differences 
Prepaid pension asset 

The assumptions used in accounting for the pension benefit plans and the other benefit plans as of December 31, 1998 and 1997 were: 

1998 1997 
Discount rate 7.75% 7.75% 
Expected long-term return on plan assets 8.25% 7.75% 


Rate of compensation increase 4.00 to 6.50% EARS to 6.50% 
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19. Pension Plans (continued) 


The annual benefit cost (gain) for the years ending December 31, 1998, 1997 and 1996 included the following components: 


1996 


Service cost 
Interest cost 


Expected long-term return on plan assets 
Amortization of unrecognized net obligation (asset) 


$22 
5.8 
(7.1) 


Net periodic benefit cost (gain) 


Related-party Transactions 


The Corporation concluded the following transactions with related parties: 


Nature of transaction 


Classification in the 
Corporation’s consolidated 


Party with the related party financial statements 
BCE and Equipment leasing, acquisition of Operating expenses, 
its affiliates services, financing fees and other property, plant and 
equipment, and other 
current assets 
Affiliates Sales of equipment Property, plant and 
equipment 
Sales of services Operating expenses 
Acquisition of services Operating expenses 
Rental of head office premises Operating expenses 
Management services Operating expenses 
Sales of services Telecommunication revenues | 
from related parties 
Acquisition of services Telecommunication revenues | 
from related parties 
Stentor Sales of services Telecommunication revenues | 
Canadian from related parties 
Network Acquisition of services Operating expenses 
Management Acquisition of services Deferred charges and other 
Lease of domestic fiber-optic capacity Deferred charges and other 
Stentor Lease of domestic fiber-optic capacity Deferred charges and other 
Resource 
Centre Inc. 


1997 1996 
$ 9.6 $ 8.2 
(3.0) (2.3) 
(6.6) (4.8) 
18.0 15.4 
8.1 8.0 
0.8 0.4 
0.6 0.8 
(1.2) (0.9) 
402.5 413.1 
52.1 61.0 
10.7 14.6 
21.9 ss 


20. Related-party Transactions (continued) 
Amounts owed to or receivable from related parties as of December 31, were as follows: 


21 


Classification in the Corporation’s 
Party consolidated financial statements 1998 1997 
BCE and its affiliates Accounts payable to related parties $ 0.8 $ 0.6 
Affiliates Accounts payable to related parties 5.6 4.0 
Stentor Canadian Network Management Accounts receivable from related parties 54.7 108.6 
Accounts payable to related parties - 522 
Stentor Resource Centre Inc. Accounts payable to related parties - 213 


a) 


b) 


BCE and its affiliates 
Bell Canada, Newtel Enterprises Limited, Northwestel Inc., Télébec Ltée and Northern Telephone Limited are subsidiaries of BCE and pro- 
vide, either directly or through subsidiaries, telephone services in Ontario, Quebec, Newfoundland, British Columbia, the Yukon and the 
Northwest Territories, respectively. New Brunswick Telephone Company Limited, Maritime Tel and Tel Limited and Island Telephone Company 
Limited are associated with BCE and provide telephone services in New Brunswick, Nova Scotia and Prince Edward Island, respectively. 
Five of the companies noted above have entered into an agreement with TCI for the provision of telecommunication services. 
A significant portion of income relating to foreign traffic originating in Canada is generated by such companies under the terms of 
such agreements. Moreover, TCI compensates such companies for international traffic carried in Canada. 
TCI has transactions with a telecommunications company in the BCE Group, Bell Canada, either directly or indirectly through 
Stentor. Moreover, TCI transacts with a manufacturer in the BCE Group, Northern Telecom Canada Limited. 


Affiliates 
TCI has reached various agreements with BCE regarding the operation of an office building. TCI uses the satellite space segments of 
the INTELSAT joint venture. 


Financial Instruments 

The Corporation operates internationally and is therefore exposed to market risks related to foreign currency fluctuations. To reduce these 
risks, it uses derivative financial instruments such as forward exchange contracts, foreign currency swap contracts and foreign currency 
denominated options, principally in US dollars and in special drawing rights. To manage risks related to interest rates, the Corporation 
uses interest rate swaps. It does not hold or issue derivative financial instruments for commercial or speculative purposes. Derivative financial 
instruments are subject to standard credit terms and conditions, financial controls, management and risk monitoring procedures. 


a) 


b) 


Credit Risks 

The Corporation is exposed to credit risks in the event where third parties fail to perform their obligations under derivative financial 
instruments. The Corporation does not have any additional guarantees or security regarding derivative financial instruments with a 
credit risk. However, to reduce these risks, the Corporation diversifies its exchange contracts and interest rate swaps by dealing with 
financial institutions having a credit rating at least equal to its own. Accordingly, management does not foresee that the parties with 
which it transacts financial instruments will fail to fulfill their obligations given their high creditworthiness. 


Foreign Currency Risk 

The Corporation uses derivative financial instruments to hedge its revenues, expenses and monetary items recorded in foreign currencies 
when the probability of their realization is high and their major expected characteristics and execution conditions are identified. Such 
revenues, expenses and monetary items are recognized within one year. The duration of derivative financial instruments is less than 
one year. Unrecognized gains or losses on these contracts are determined using market rates prevailing at the balance sheet date, which 
are obtained from the Corporation’s financial institutions, and are as follows: 


Recognition within one year 
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21. Financial Instruments (continued) 


9) 


d 


— 


interest Rate Risk 

The Corporation concluded interest rate swaps for a par value of CDN$100.0 (US$65.1 at December 31, 1998) with several financial 

institutions for periods ending in March 2000 (CDN$50.0 — US$32.5 at December 31, 1998) and February 2002 (CDN$50.0 — US$32.5 

at December 31, 1998). In return, it will, on a semi-annual basis, receive an average fixed interest rate of 5.365% and pay interest based 

on a three-month bankers’ acceptance rate. As of December 31, 1998, the average bankers’ acceptance rate relating to the Corporation’s” 
swaps was 5.072% (4.283% in 1997). 


Fair Value of Financial Instruments 
The fair value of cash and cash equivalents, accounts receivable, accounts payable, accrued liabilities and short-term credit facilities is 
comparable to the carrying amount thereof given as they will mature shortly. 

The fair value of long-term debt is determined by discounting future cash flows using rates representing those which the Corporation 
could currently obtain, at market rates, for loans with similar terms, conditions and maturities. 

The fair value of various derivative financial instruments is determined based on market rates prevailing at the balance sheet date 
obtained from the Corporation’s financial institutions for similar financial instruments. 


As at December 31, the carrying amount of all financial instruments was similar to their fair value, with the following exceptions: 


1998 1997 
Carrying Fair Carrying Fair 
amount value amount value 


Financial liability: 
Long-term debt $708.4 
Off balance sheet instruments: 
Forward exchange contracts = 
Foreign currency swap contracts - 


Interest rate swap contracts = 


2.Commitments and Contingencies 


a) 


b 


~— 


¢) 


Contracts for Services and Operating Leases 
The Corporation has the following commitments under contracts for services and operating leases for property, plant and equipment: 


1999 $196.8 
2000 74.4 
2001 55.6 
2002 48.6 
2003 44.3 
Thereafter Loe 
$548.9 


Transmission Line Leases ; 

The Corporation, through its EXCEL subsidiary, leases transmission lines from a variety of facilities-based and resale long distance carriers. 
The Corporation’s contracts with these entities typically have terms ranging from 12 to 60 months. The Corporation supplements its 
leased “on-network” capacity with “off-net” services from a variety of resale and facilities-based long distance carriers. 


Interconnection Agreement with Stentor 

Effective January 1, 1998, the Corporation, Stentor Resource Centre Inc. and each of the members of the Stentor alliance entered into 
new agreements for the continuing supply of services between the parties. The new agreements replaced or modified previously existing 
agreements. The agreed-upon terms include commitments by Stentor for the routing of certain proportions of Stentor’s international 
traffic over the Corporation’s switched network for the years 1998 to 2000, subject to the Corporation offering Stentor competitive 
pricing conditions. The parties also agreed on terms for the termination by Stentor in Canada of certain proportions of the Corporation’s 
incoming international traffic for the years 1998 to 2000, subject to minimum price reductions by Stentor in 1998 and other competitive 
pricing conditions. 


22.Commitments and Contingencies (continued) 


d 


— 


e 


— 


f) 


9) 


h) 


In addition, the parties entered into a new agreement with respect to the Canada Direct™ trademark and service, which will expire 
in 2002, and modified the terms of Stentor’s supply to the Corporation of leased Canadian fiber ring facilities which form part of the 
Corporation’s network. This agreement will expire in 2005. The main interconnection agreement is subject to the approval of the CRTC. 

In September 1998, the eleven major telephone companies, members of the Stentor Alliance, announced a restructuring of Stentor 
effective January 1, 1999. Such restructuring has no material impact on the new agreements which were signed individually by each 
member company. 


Carrier Agreements 

The Corporation, through its EXCEL operations, currently has agreements with Frontier, IXC Long Distance Inc. and MCI WorldCom 
to provide switching services and network transmission of its long distance traffic. The agreements with IXC Long Distance Inc. and 
MCI WorldCom each contain minimum usage commitments, while the agreement with Frontier provides for Frontier to be the exclusive 
carrier for certain calling card calls and personal 800 service. The Corporation is currently meeting all minimum commitments under 
these contracts. 


Network and Telecommunications Capacity Exchanges 

From time to time, the Corporation enters into agreements to acquire telecommunication capacity rights from unrelated third parties 
in exchange for telecommunications capacity rights with regard to the Corporation’s network. Certain exchange agreements provide 
for liquidated damages to be carried against the Corporation in the event the Corporation fails to deliver the telecommunications capacity 
in accordance with the agreed-upon timetables. The Corporation is currently meeting its obligations as required. 


Guarantee 
Teleglobe Mobile Partners, an indirect subsidiary of the Corporation, has guaranteed the senior notes of $170.0 of its joint venture, 
ORBCOMM, on a joint and several basis with the other venturer. 


Other 
Contractual commitments outstanding as of December 31, 1998 which relate to construction projects amounted to approximately $55.4 
($22.0 in 1997). 

The Corporation leases certain office equipment, office space and circuit capacity under operating leases. Total expenses for the 
years ended December 31, 1998, 1997 and 1996 were approximately $60.2, $72.4, and $83.1, respectively. 


Contingencies 
i) Litigation 
On August 30, 1996, AT&T filed suit in the United States District Court for the District of Delaware against EXCEL and its subsidiaries, 
EXCEL Communications Marketing Inc. and EXCEL Telecommunications, Inc., alleging past and continued infringement of a single 
patent without specifying the amount of damages. The court granted summary judgement in favor of EXCEL on March 27, 1998. 
The court held that the patent is invalid because it relates to unpatentable subject matter under U.S. patent laws. On July 7, 1998 
_ AT&T filed an appeal seeking to overturn the ruling. The oral argument on the appeal occurred on January 6, 1999. As of the date 
of the auditors’ report, no ruling has been made by the Court of Appeals. Based upon the information available, the Corporation 
does not believe that these claims will have a material adverse effect on its results of operations or financial position; however, 
should an unfavorable outcome result in this matter, it could have a material adverse effect upon the Corporation’s results of 
operations or financial position. 

Various other lawsuits and claims are pending by and against the Corporation. It is the opinion of management and supported 
by counsel that final determination of these claims will not have a material adverse effect on the financial position or results of the 
Corporation. 

ii) Other 
Various governmental agencies monitor direct selling activities, and EXCEL has occasionally been requested to supply information 
regarding its marketing plan to certain of such agencies. The Corporation believes that its network marketing system is in substantial 
compliance with laws and regulations of each state relating to direct selling activities. 
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3.Segment Information 


Effective for the year ended December 31, 1998, the Corporation adopted SFAS No. 131, “Disclosure about Segments of an Enterprise and 
Related Information” (“SFAS No. 131”). SFAS No. 131 establishes standards for reporting financial information about operating segments 
in annual financial statements and requires reporting of selected information about operating segments in interim financial reports issued 


to shareholders. It also establishes standards for related disclosures about products and services, geographic areas and major customers. 
The Corporation manages its operations based on four strategic business units: TCC, EXCEL, Teleglobe World Mobility (“TWM”) and 
Teleglobe Enterprises (“TE”). These units are segregated based on the different products and services that they provide. TCC provides on 
a worldwide basis international services, mainly telephone and data telecommunications and other services such as Internet connectivity, 
leased circuits as well as broadcast services. Revenues from Stentor are recorded in TCC. EXCEL provides mainly long-distance telecom- 
munication services to both residential and commercial customers in the U.S. TWM includes the investment of the Corporation in the 
ORBCOMM digital satellite telecommunications system, which is accounted for under the equity'method. TE includes primarily the 
participation of the Corporation in the ownership of five cable ships and Look Communications Inc., both accounted for under the equity 


method. The accounting policies for these segments are the same as those followed by the Corporation as a whole (see Note 3). 


All intersegment transactions are eliminated upon consolidation. 


The following tables present information about reported segment profits and assets as well as information by geographic area: 


a 
Unallocated 
1998 ICC EXCEL TWM iE amounts Total 
Revenues 
Telephony — Canadian outbound $ 447.7 $ - $ - ~ $ - $ 447.7 
Telephony — International market 
Canadian inbound 183.6 - - _ - 183.6 
Global 665.3 - - - - 665.3 
Telephony U.S. — presubscribed 
and casual calling - 1,511.7 = - - 1,511.7 
Telephony U.S. — commercial - 184.3 - - - 184.3 
Telephony U.S. — wholesale - 114.2 - ~ - 114.2 
Transmission and data 200.4 - - - - 200.4 
Marketing services - 70.9 = - - 70.9 
Other - - 10.7 0.1 - 10.8 
Total 1,497. 1,881. 10.7 0.1 - 3,388.9 
Interest expense Palos) 37.1 - ee 1.7 65.3 
Interest and other income 4.8 (3.8) ~ 1.0 0.2 22 
Depreciation and amortization ToT, 52:5 - 0.1 0.3 132.4 
Other operating items 252.6 41.5 (15.4) 3.0 (24.6) PT 
Equity in income (losses) of 
affiliated companies 11.0 - (13.2) 
Segment profit (loss) (40.9) 62.0 12S 
Income taxes - = 8.6 
Minority interests - - 10.7 
Net income (loss) (40.9) 62.0 14.9 
Segment assets 1,079.3 1,673.4 3,142.6 
Investments in affiliated 
companies SBE - 218.5 
Capital expenditures, 
including intangibles 283.8 151.7 489.1 


23.Segment Information (continued) 


Unallocated 
1997 LEE EXCEL TWM TE amounts 
Revenues 
Telephony — Canadian outbound $ 534.3 $ - $= 5 $s $ 534.3 
Telephony — International market 
Canadian inbound 238.4 - = = ~ 238.4 
Global 560.5 = = = - 560.5 
Telephony U.S. — presubscribed 
and casual calling = 1,283.3 - = - 1,283.3 
Telephony U.S. — commercial — 26.0 ~ - - 26.0 
Telephony U.S. — wholesale - 230) - - - 23.7 
Transmission and data 126.3 = - - - 126.3 
Marketing services ~ 121.3 - - = 12153 
Other - = 0.1 0.4 
Total ai é 
Interest expense JIBS) 8.5 _ 5.6 0.4 39.8 
Interest and other income (expense) 2.9 73 (3.3) Ey 7.0 15.6 
Depreciation and amortization 77.8 23a, = 0.4 0.4 102.3 
Other operating items Hard 64.6 - _ - 138.3 
Equity in income (losses) of 
affiliated companies 6.0 — (11.7) 12.1 1.4 7.8 
Segment profit (loss) 100.9 143.6 (21.9) 5.6 (2.3) 225.9 
Income taxes = — = = 116.0 116.0 
Minority interests - - 6.8 - - 6.8 
Cumulative effect of change 
in accounting principle, net = (65.2) va a x (65.2) 
Loss from discontinued operations, 
net = = = = 5.4 5.4 
Gain on disposal of discontinued 
operations, net = — - - 65.2 65.2 
Net income (loss) 100.9 78.4 (15.1) 5.6 (58.5) eS: 
Segment assets 1,198.9 1,637.0 101.7 Tes) 261.3 Be 
Investments in affiliated companies 38.4 - 85.9 56.7 60.0 241.0 
Capital expenditures, 
including intangibles 96.0 970.3 | 12 ~ 0.1 1,067.6 
as Ee Se eS ee 
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23.Segment Information (continued) 


Marketing services 
Other 


1996 ICE 
Revenues 
Telephony — Canadian outbound $ 510.0 
Telephony — International market 
Canadian inbound 265.1 
Global 303.7 
Telephony U.S. — presubscribed ~ 
Transmission and data 38.0 


EXCEL 


TWM 


TE 


Total 
Interest expense 


Interest and other income 

Depreciation and amortization 

Equity in income (losses) of 
affiliated companies 

Segment profit (loss) 

Income taxes 

Minority interests 

Income from discontinued 
operations, net 

Extraordinary item 

Net income (loss) 

Segment assets 

Investments in affiliated companies 

Capital expenditures, including 
intangibles 


Geographic information 
1998 
Revenues 


Property, plant and equipment 
Intangibles 

1997 
Revenues 
Property, plant and equipment 
Intangibles 

1996 
Revenues 
Property, plant and equipment 
Intangibles 


Unallocated 
amounts 


Canada 


$471.4 
241.3 
46.4 


491.7 
470.9 
69.3 


2307 
504.8 
Tess: 


———_—— 


segments have changed and the corresponding items for prior years have been reclassified. 


United 
States 


$2,156.4 
560.2 
970.0 


iioyy 
342.3 
943.7 


1,393.0 
a2), 
30.8 


Other Total 
$ 761.1 $3,388.9 
88.4 889.9 

= 1,016.4 

707.3 | 29142 
32.2 845.4 

= 1,013.0 

552.9 2,469.6 
600.0 


110.3 


Revenues are attributed to different countries based on the point of origination of the telecommunications traffic. The reportable 


Quarterly Results of Operations (Unaudited) 
The following table includes summarized quarterly financial data for each of the four quarters of 1998 and 1997. This quarterly information 


is unaudited, has been prepared on the same basis as the annual consolidated financial statements, and, in the opinion of the Corporation’s 
management, reflects all adjustments (consisting only of normal recurring adjustments) necessary for a fair presentation of the information 
for the periods presented. Operating results for any quarter are not necessarily indicative of results for any future period. 


1998 
(In millions of U.S. dollars, except share data) 
First Second Third Fourth 
Quarter Quarter Quarter Quarter 
Total revenues $ 860.2 |$ 882.1 |$ 837.0 |$ 809.6 
Total operating expenses”) 725.6 767.3 702.1 1,104.8 
Operating income (loss) fei 134.6 114.8 134.9 (295.2) 


Income (loss) from continuing operations before 
income taxes, minority interests and cumulative 


effect of change in accounting principle 121.9 96.0 114.3 (319.4) 
Provision for income taxes 46.7 42.8 51.1 (132.0) 
Minority interests 1.9 De, 2.9 3.0 


Cumulative effect of change in accounting 
principle, net - - - - 
Income (loss) from continuing operations Hales 56.1 66.1 (184.4) 


Income (loss) from discontinued operations, net _ - = 
Gain on disposal of discontinued operations, net ~ - - - 


Net income (loss) Tah 56.1 66.1 (184.4) 


Preferred dividends (1.2) (1.1) (et) (1.1) 
Net income (loss) to common shareholders 75.9 55.0 65.0 (185.5) 


Basic earnings per share 


Continuing operations before cumulative effect 
of change in accounting principle $ 0.31 |$ 0.22 |$ 0.26 |$ (0.74) 
Cumulative effect of change in accounting 
principle, net - _ - - 
Discontinued operations, net - - - = 
Net income (loss) to common shareholders 0.31 0.22 0.26 (0.74) 
Basic weighted average common shares 246,723,193 246,264,353 246,504,854 | 249,988,024 
Diluted earnings per share 
Continuing operations before cumulative effect 
of change in accounting principle $ 0.30 |$ 0.22 |$ 0.26 |$ (0.74) 
Cumulative effect of change in accounting 
principle, net - - - - 
Discontinued operations, net - = = = 
Net income (loss) to common shareholders 0.30 0.22 0.26 (0.74) 
Diluted weighted average common shares 255,746,115 | 251,041,741 | 251,160,824 | 249,988,024 


Dividends per common share $ 0.03 |$ 0.03 |$ 0.03 |$ 0.04 
Aden Sse hala 
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Quarterly Results of Operations (Unaudited) (continued) 


Total revenues 
Total operating expenses") 


Operating income (loss) 


$ 


(In millions of U.S. dollars, except share data) 


Income (loss) from continuing operations before 
income taxes, minority interests and cumulative 
effect of change in accounting principle 

Provision for income taxes 

Minority interests 

Cumulative effect of change in accounting 
principle, net 


Income (loss) from continuing operations 
Income (loss) from discontinued operations, net 
Gain on disposal of discontinued operations, net 


Net income (loss) 
Preferred dividends 
Net income (loss) to common shareholders 
Basic earnings per share 
Continuing operations before cumulative effect 
of change in accounting principle 
Cumulative effect of change in accounting 
principle, net 
Discontinued operations, net 
Net income (loss) to common shareholders 
Basic weighted average common shares 
Diluted earnings per share 
Continuing operations before cumulative effect 
of change in accounting principle 
Cumulative effect of change in accounting 
principle, net 
Discontinued operations, net 
Net income (loss) to common shareholders 
Diluted weighted average common shares 
Dividends per common share 


$ 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 
638.1 |$ 686.6 |$ $ 893.2 
553.4 584.2 938.8 
84.7 102.4 (45.6) 
83.8 102.2 102.3 (62.4) 
So 41.0 43.0 (0.2) 
1.0 1S 1.6 29 
(59.3) 
(8.0) 
65.2 
(2.1) 
(12) 
(3.3) 
$ (0.25) 
(0.31) - 
- 0.02 0.24 
(0.07) 0.29 0.27 (0.01) 
212,399,834 | 222,728,058 224,852,299 | 244,005,670 
0.27 $ (0.25) 
(0.27) - - 
= 0.01 0.24 
(0.05) 0.28 0.26 (0.01) 
235,639,711 233,867,955 233,161,256 244,005,670 
0.03 |$ 0.03 |$ 0.03 |$ 0.03 


“) Includes other operating items of $32.5, $12.7, $(302.3) and $(138.3) for the first quarter of 1998, the third quarter of 1998, the fourth 


quarter of 1998 and the fourth quarter of 1997, respectively. 


Selected Financial Data 


The following table sets forth selected consolidated financial data relating to the Corporation for each of the years between 1994 and 1998, 


inclusively. 


Total revenues 
Total operating expenses") 


Operating income 


Income from continuing operations 
before income taxes, minority 
interests, cumulative effect of 
change in accounting principle 
and extraordinary item 

Provision for income taxes 

Minority interests 

Cumulative effect of change in 
accounting principle, net 


Income from continuing operations 
before extraordinary item 

Income (loss) from discontinued 
operations, net 

Gain on disposal of discontinued 
operations, net 

Income before extraordinary item 

Extraordinary item 


Net income 
Preferred dividends 


Net income to common shareholders 


For the years ended December 31, 


and number of employees) _ 


(In millions of USS. dollars, except share and minute data 


1997 1996 1995 1994 
2,914.2 |$ 2,469.6 |$ 1,496.4 1,119.4 
2,671.9 | 21315 1,334.9 | __ 1,016.5 
242.3 338.1 | 161.5 | 102.9 
225.9 342.1 134.0 107.1 
116.0 116.4 68.1 41.0 
6.8 3.8 = = 
(65.2) x E - 
51.5 229.5 65.9 66.1 
(5.4) 3.6 16.9 11.6 
65.2 = Z = 
111.3 233.1 82.8 Tag. 
: hes = - 
111.3 211.0 82.8 Ta. 
(5.9) (9.3) (9.3) (8.2) 
105.4 201.7 73.5 69.5, 


) Includes other operating items of $(257.1), $(138.3) and $(6.2) for 1998, 1997 and 1994 respectively. 


ee Pe ee ee ee a 


pe i ee eee eee 


For the years ended December 31, 


(In millions of U.S. dollars, except share and minute data 
and number of employees) 


Basic earnings per share 
Continuing operations before 
cumulative effect of change in 
accounting principle and extraordinary item 
| Cumulative effect of change in 
accounting principle, net 
Discontinued operations, net 
Extraordinary item 
Net income to common shareholders 
Basic weighted average common shares 
Diluted earnings per share 
Continuing operations before 
cumulative effect of change in 
accounting principle and extraordinary item 
Cumulative effect of change in 
accounting principle, net 
Discontinued operations, net 
Extraordinary item 
Net income to common shareholders 
Diluted weighted average common 
shares 
Dividends per common share 
Total assets 
Long-term debt 
Shareholders’ equity 
Number of employees 
Telephone traffic, in millions of minutes 


Market price per common share™ 


Montreal and Toronto (in Canadian dollars) 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 
New York (in U.S. dollars) 
First quarter 


Second quarter 
Third quarter 
Fourth quarter 


$ 


1997 | 1996 1995 1994 

0.49 |$ 1.05 |$ 0.28 |$ 0.29 
(0.29) 3 - = 

0.26 0.02 0.08 0.06 

a (0.11) 2 ES 

0.46 0.96 | 0.36 0.35 
226,094,814 | 209,348,720 | 202,173,734 | 195,503,535 
0.48 |$ 0.99 |$ 0.28 |$ 0.29 
(0.28) = = as 

0.26 0.01 0.08 0.06 

us (0.09) a a 

0.46 0.91 0.36 0.35 
233,239,335 | 232,869,395 | 202,883,589 | 195,986,113 
0.12 |$ 0.10 |$ 0.18 |$ 0.10 
3,270.2 2,086.0 1,586.1 1,342.1 
794.0 414.4 419.6 384.0 
1,476.4 960.8 651.9 581.6 
4,158 4,030 3,004 2,399 
10,702 8,304 3,715 2,014 
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*1998 and 1997 figures have been adjusted to reflect the two-for-one stock split effected June 15, 1998. 


_Teleglobe Around the World 


MAIN OFFICES 


Teleglobe Inc. 

Canada 

Montréal, QC 

Tel.: 514-868-7272 
800-665-4562 
800-561-1633 

Fax: 514-868-7234 


Teleglobe Communications Corporation 
United States 
Reston, VA | 
Tel.: 703-755-2000 
800-318-3005 
Fax: 703-755-2600 


Excel Communications, Inc. 
United States 

Dallas, TX 

Tel.: 214-863-8000 

Fax: 214-863-8843 


Excel Telecommunications (Canada) Inc. 


Mississauga, ON 
Tel.: 905-804-3500 
Fax: 905-804-3510 


OTHER OFFICES 
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Tel.: 61-2-9316-1755 
Fax: 61-2-9695-1777 


Austria 
Tel.: 431-514-74673 
Fax: 431-514-74630 


Brazil 
Tells 55=11-3120-5522 
Fax: 55-11-3120-2510 


Canada 
Toronto, ON 
Tel.: 416-365-1370 
Fax: 416-365-0222 


Ottawa, ON 
Tel.: 613-566-3400 
Fax: 613-566-3410 


Burnaby, BC 
Tel.: 604-293-4200 
Fax: 604-293-4249 


Colombia 

Tel.: 57-1-629-2909 
57-1-629-2864 
57-1-629-2875 
57-1-629-2886 

Fax: 57-1-629-2897 


Czech Republic 
Tel.: 420-2-2185-2360 
Fax: 420-2-2185-2090 


Denmark 
Tel.: 45-7025-9977 
Fax: 45-7025-9979 


Egypt 

Tel.: 20-2-260-7700 
20-2-260-7200 

Fax: 20-2-403-6067 


France 
Tel.: 33-1-56-59-86-80 
Fax: 33-1-56-59-86-99 


Germany 
Tel.: 49-69-25-9037 
Fax: 49-69-25-9249 


Hong Kong 
Tel.: 852-2-530-8500 
Fax: 852-2-537-7417 


India 

Tel.: 91-11-647-4701, 
extension 306 

Fax: 91-11-622-7915 


Indonesia 
Tel? 62-21-5 15-7777 
Fax: 62-21-515-7799 


Israel 
Tel.: 9723-923-1959 
Fax: 9723-923-1955 


Italy 
Tel.: 39-02-754-11001 
Fax: 39-02-716431 


Japan 
Tel.: 81-3-5771-5501 
Fax: 81-3-5771-5505 


Malaysia 
Tel.: 603-209-1233 
Fax: 603-209-4361 


Mexico 
Tel.: 525-628-1233 
Fax: 525-628-1212 


Netherlands 
Tel.: 31-13-455-4818 
Fax: 31-13-547-8088 


Norway 
Tel.: 47-675-21200 
Fax: 47-675-21201 


Philippines 
Tel.: 632-878-6003 
Fax: 632-878-6013 


Russia 
Tel.: 7-095-941-86-89 
Fax: 7-095-941-86-88 


Singapore 
Tel.: 65-227-2128 
Fax: 65-227-4836 


Spain 
Tel.: 34-9-1-6574890 
Fax: 34-9-1-6620679 


Thailand 

Tel.: 66-2-636-2170 
66-2-636-2171 

Fax: 66-2-636-2172 


United Arab Emirates 
Tel.: 971-2-266-223 
Fax: 971-2-272-624 


United Kingdom 
Milton Keynes 
Tel.: 44-190-854-4300 
44-800-914-1855 
Bax: 44-190-854-4301 


London 
Tel.: 44-171-544-8658 
Fax: 44-171-544-8552 


United States 
Teleglobe Communications Corporation 
Los Angeles, CA 
Tel.: 310-575-4814 
Fax: 310-575-1814 


San Francisco, CA 
Tel.: 925-847-4016 
Fax: 925-847-4017 
Miami, FL 

Tel.: 954-916-2696 
Fax: 954-916-2697 
Chicago, IL 

Tel.: 312 474-6110 
Fax: 312 474-6120 


New York, NY 
Tel.: 212-813-1888 
Fax: 212-644-0530 


Excel Communications, Inc. 
Call Centers 
Addison 972-738-1000 
Houston 713-219-5000 
Reno 702-823-7500 
31 sales offices 
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Management’s Discussion and Analysis and consolidated financial 
statements prepared in Canadian dollars in accordance with generally 
accepted accounting principles in Canada (Canadian GAAP). 
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(“Teleglobe” or “the Corporation”) is based on consolidated financial statements prepared in accordance 
with generally accepted accounting principles in Canada (“Canadian GAAP”). On November 10, 1998, 
the Corporation acquired all of the issued and outstanding common shares of Excel Communications, 
Inc. (“EXCEL”). The transaction has been accounted for under the purchase method of accounting and 
therefore the purchase price and acquisition costs were allocated to net assets acquired. Accordingly, the 
consolidated results of operations for the year ended December 31, 1998 include EXCEL’s consolidated 
financial results from November 10, 1998. 

For the year ended December 31, 1998 and in prior years, Teleglobe’s consolidated financial 
statements were presented in Canadian dollars, its functional currency, and in accordance with 
Canadian GAAP. As a result of the increased scope of its operations in the United States of America 
(“U.S.”) denominated in U.S. dollars, the Corporation has adopted the U.S. dollar and U.S. GAAP for 
reporting purposes in addition to the consolidated financial statements presented under Canadian 
GAAP. Readers will note that the consolidated financial statements prepared in accordance with 
Canadian GAAP differ materially from those prepared in accordance with U.S. GAAP. 


Consolidated Results 

In 1998, the Corporation reported a net loss of $66.2 million, or diluted earnings (loss) per share of 
($0.50), compared to a net income of $140.5 million in 1997, or $1.02 per share on a diluted basis. 
Net income was $112.5 million in 1996, or $0.84 per share on a diluted basis. 


Reported results 

(in millions of dollars, except per share amounts) 

Years ended December 31, 1997 1996 
Operating income 

before depreciation and amortization $ 395.3 $ 378.8 

Operating income 265.7 215.4 
Net income (loss) 140.5 112.5 
Diluted earnings (loss) per share (EPS) 1.02 0.84 
Impact of non-recurring items, net of income taxes | 4.4 4.9 
Diluted EPS impact of non-recurring items 0.03 0.04 


The 1998 results were affected mainly by an extraordinary item of $265.6 million, net of income 
taxes of $124.2 million, which reduced diluted earnings per share by $1.81. This non-cash charge to 
operations is related to a write-down in the carrying value of certain equipment, cable systems and 
goodwill in conjunction with the end of the Corporation’s exclusive mandate as the sole authorized 
provider of facilities-based overseas telecommunication services in Canada, reflecting the expectation 
of increased competition, especially for outbound Canadian traffic, as well as accelerated asset replace- 
ment due to continued technological innovation. 

Other non-recurring items had a negative impact of $24.3 million in 1998 and a positive impact 
of $4.4 million and $4.9 million in 1997 and 1996, respectively. 


Illustration: Marie-Hélene Sirois 


Non-recurring items 
The Corporation recorded various non-recurring items as follows: 


Non-recurring items (in millions of dollars) ——— 
Years ended December 31, 
Pre-tax non-recurring items 
Expenses 
EXCEL Non-Recurring Expenses 
Write-down of Investments 
Globesystem Atlantic™ Impairment 
Optel Communications Inc. Impairment 
Odyssey™ Project Abandonment 
Gains 
Sale of interests in INMARSAT 
and Stratos Wireless Inc. 
Sale of CGI Group Inc. Shares 
Total 
Tax benefit 


After-tax non-recurring items 
Income from discontinued operations 
Gain on disposal of 
discontinued operations 
Extraordinary item 
Total non-recurring items, after income tax 


In 1998, EXCEL recorded non-recurring expenses of $61.8 million for the integration of its 
Telco Communications Group, Inc. (“Telco”) network and administrative functions as well as addi- 
tional bad debt expenses. These resulted primarily from billing delays and other bill processing 
problems related to the implementation of a new customer care system. These items are reflected 
in the consolidated statements of operations in “Selling, general and administrative expenses” and to 
a lesser degree, in “Telecommunication and network expenses.” Telco was acquired by EXCEL in 1997. 


A full description of the remaining non-recurring items is presented in Notes 4, 5 and 6 to the 
consolidated financial statements. 


Results of operations 


Consolidated revenues (in millions of dollars) 
Years ended December 31, 
Telecommunication 

Telecommunication revenues from related parties 
Marketing services 
Total revenues 


Telecommunication revenues increased 45.3% in 1998 compared to 1997. EXCEL contributed 
$357.4 million of revenues in 1998 and Teleglobe Communications Corporation (“TCC”) accounted 
for most of the balance of the increase. In 1997, the 43.2% increase in telecommunication revenues 
(excluding revenues from related parties) is attributable mainly to TCC, which contributed higher 
revenues, due to strong growth in global traffic minutes, as well as transmission and data revenues. 


Telecommunication revenues from related parties are from members of the Stentor alliance of 
Canadian telephone companies of which subsidiaries and affiliates of BCE Inc. (“BCE”), a major 
shareholder of the Corporation, are members. These revenues decreased 7.1% as a result of declining 
prices attributable to higher competition. Such revenues are expected to be lower in 1999 for the 
same reason. 


Operating expenses 


Operating expenses (in millions of dollars) 
Years ended December 31, 


Marketing service revenues are recorded by EXCEL for training, business forms, promotional 
and presentation materials, ongoing technical and administrative support services, and monthly 
reports provided to independent sales representatives (IRs). 


Telecommunication and network 
Selling, general and administrative 
Depreciation and amortization 
Unusual items 


Total operating expenses 


through greater network efficiency. 


Income taxes 


that time. 


connection with the unusual items. 


Segmented Results 


1996 

$1,379.8 $1,069.5 
1951 114.4 
129.6 163.4 
17.7 - 
$1,722.2 $1,347.3 


Telecommunication and network expenses were 23.2% higher in 1998 compared to 1997, due 
mainly to the inclusion of EXCEL which added $193.6 million, of mainly telecommunication and 
network charges. The balance of the increase is attributable to TCC, and relates mainly to higher 
terminating charges as a result of the increase in global traffic minutes. The 29.0% increase from 
1996 to 1997 is attributable to a 112.8% rise in TCC’s global traffic. 

Telecommunication and network expenses are expected to increase as a result of continued 
growth in TCC’s traffic minutes and the continued buildout and expansion of the Corporation’s 
telecommunications network. However, as revenues grow, cost per unit of traffic should decrease, 


The increase in 1998 selling, general and administrative (“SG&A”) expenses reflects $174.2 million 
of EXCEL’s SG&A. Most of the remaining increase in 1998 and the increase from 1996 to 1997 
are attributable to TCC and relate to the expansion in the number of international business 
offices. Excluding non-recurring items recorded by EXCEL, SG&A expenses as a percentage of 
telecommunication revenues were 17.9% in 1998 compared to 13.6% in 1997 and 11.4% in 1996. 

Depreciation and amortization rose $41.4 million in 1998 from 1997. Approximately half of this 
increase is attributable to the inclusion of EXCEL’ depreciation and amortization and most of the 
balance is due to TCC’s larger asset base. Depreciation and amortization will continue to rise as the 
Corporation extends its telecommunications network in North America and internationally. 


Income taxes totaled $96.5 million in 1998 against $110.3 million in 1997 and $72.0 million in 

1996. Despite the earnings growth, 1998 resulted in a $13.8 million decrease due to the utilization of 
unrecorded amounts of losses carryforward. The $38.3 million increase from 1996 to 1997 resulted 
from the earnings growth of Teleglobe Canada Inc. (“TCI”), the only significant taxable entity at 


The effective tax rate was 32.6% in 1998 compared to 48.2% in 1997 and 40.1% in 1996. 
The lower rate in 1998 compared to 1997 was due to the fact that prior years’ losses for which no tax 
benefit had been recorded, were utilized during the year. The higher rate in 1997 compared with 
1996 was related to the fact that no tax benefit was claimed in connection with losses incurred by the 
Corporation’s new business units and that only part of the allowable tax benefit was recorded in 


The Corporation manages its operations based on four strategic business units: TCC, EXCEL, 
Teleglobe World Mobility (“TWM_”) and Teleglobe Enterprises (“TE”). These units are segregated 
based on the different products and services they provide. The two primary business units are 
TCC and EXCEL, providing most of the Corporation’s revenues. ORBCOMM Global, L.P. 
(“ORBCOMM”) and Look Communications Inc. (“LOOK”), which are included in TWM and 


TE, respectively, are considered development stage enterprises and are viewed by management as 


non-core operations. 
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TCC provides international voice services, data transmission, Internet connectivity and broadcast 
services through one of the world’s largest intercontinental telecommunications networks. 


TCC revenues (in millions of dollars) 


Years ended December 31, 1996 
Telephony — Canadian outbound $ 702.0 
Telephony — International market 

Canadian inbound 361.6 
Global 399.2 
Transmission and data ; 522 
Total TCC revenues 1,960.7 1,515.0 
Segment profit 1203 181.6 
Impact of non-recurring items on segment profit | (114.8) - 


Total revenues increased 13.6% in 1998 compared to 1997, reflecting strong growth in global 
switched services as well as transmission and data revenues, including Internet traffic. This more 
than offset the decline in revenues from Canadian outbound and inbound traffic, resulting from 
decreasing prices. From 1996 to 1997, revenues rose 29.4%, while global revenues increased by 94.5%. 
Revenues from transmission and data services rose 103.1%, reflecting TCC’s rapid emergence as a 
leading Internet connectivity provider, as well as growth in international private lines. 


TCC traffic (in millions of minutes) 
Years ended December 31, 
Telephony — Canadian outbound . 
Telephony — International market 
Canadian inbound 
Global 
Total traffic 


Traffic volume carried by TCC rose 29.6% in 1998 and 37.7% in 1997. In line with the Corporation’s 
strategy of penetrating global markets, the proportion of Canadian-related traffic continues to decrease. 
Canadian outbound traffic accounted for 31.6% of total 1998 traffic (28.3% in the fourth quarter of 
the year), compared to 39.7% in 1997. Global traffic rose 81.3% in 1998 and 112.8% in 1997. 


TCC operating expenses 

TCC’s operating expenses were stable in 1998 compared to 1997 despite higher traffic as a result of 
lower variable costs per minute. This performance reflects TCC’s success in least-cost routing and 
improved cost control, as well as the continued decline in rates for terminating traffic. SG&A expenses 
increased due to continuing international development activities. In 1997, operating expenses rose 
significantly as a result of a 37.7% increase in traffic and higher SG&A expenses related to the opening 
of a large number of international offices in liberalizing telecommunications markets. 


urrent and future trends 


Prices per minute of long distance continue to fall. TCC continues to diversify its revenues on a global 
basis, as well as pursuing aggressive cost-cutting through the development of least-cost routing 
capabilities. TCC will continue to increase network efficiency and traffic volume to compensate for 
pricing pressures and maintain profitable margins. 

As expected, the Corporation’s exclusive mandate as Canada’s overseas telecommunications 
carrier was lifted in October 1998. Teleglobe will continue to file its tariffs for approval by the Canadian 
Radio-television and Telecommunications Commission. Concurrently, routing restrictions on 
Canada/U.S. and Canada/Canada traffic, as well as other impediments to domestic competition 
were rescinded, allowing Teleglobe to offer more services and to do so more efficiently. In addition, 
the emergence of new local exchange carriers in Canada is creating a new base of potential customers 
for the Corporation’s international connectivity services. The EXCEL transaction reduced the impact 


of the Canadian market on the Corporation’s total revenues. On a pro forma basis with EXCEL, 
Canadian outbound and inbound minutes represented 12.3% of Teleglobe’s consolidated minutes 
in 1998. Prior to the EXCEL acquisition, such traffic accounted for 66.0% of total minutes in 1997 
and 78.0% in 1996. 

In 1998, the Corporation, Stentor Resource Centre and each of the members of the Stentor 
alliance of Canadian regional telephone companies reached an agreement on the main terms of new 
arrangements for the continuing supply of services between the parties until the end of 2000. Both 
parties made routing commitments to each other, subject to competitive pricing conditions, covering 
Stentor’s outbound international traffic and Teleglobe’s inbound international traffic. Each Stentor 
company is party to these agreements. 

TCC has quickly built a robust Internet and data backbone to capitalize on the explosion of 
data traffic, especially related to the Internet. It has successfully leveraged its international position 
and strong U.S. presence to become a provider of choice for connecting Internet Service Providers 
from around the world to North America, home to most Web sites and content development activity. 


EXCEL 

EXCEL’ results of operations for the period from November 10, 1998 to the end of the year are 
included in the Corporation’s consolidated financial statements. Revenues were $357.4 million, 
including $280.0 million from presubscribed and casual calling residential customers. Medium and 
large-size commercial accounts generated revenues of $37.8 million for the period and the balance 
was contributed by wholesale long distance services and marketing services. 

Long distance minutes totaled 1,510 million minutes for the period, including 862 million minutes 
from presubscribed customers and 211 million minutes of casual calling. Commercial and wholesale 
services contributed 230 million and 207 million minutes, respectively. 

EXCEL’: operating expenses totaled $390.6 million for the period. This includes $61.8 million 
in non-recurring expenses related mainly to the integration of its Telco network and administrative 
functions as well as additional bad debt expenses. These resulted primarily from billing delays and 
other bill processing problems related to the implementation of a new customer care system. 

Including the impact of these non-recurring expenses, the segment loss for the period was 
$38.9 million. 


Current and future trends 

EXCEL has taken appropriate action to resolve difficulties experienced in 1998 in its billing and in 
the implementation of its new customer care system. As system performance improves, customer 
activation will accelerate and EXCEL will be positioned to increase its revenues. The migration 
of traffic to its own network provides a lower cost base for 1999 and should allow greater flexibility 
for introducing new products. 

A new long distance calling plan was launched in the fourth quarter of 1998 and dial-up Internet 
access services were introduced in early 1999. These new products are expected to stimulate EXCEL’s 
sales force of IRs and generate additional revenues. EXCEL and TCC are planning to jointly introduce 
competitive international long distance services to the existing residential customer base through the 
IRs and new products to commercial customers. 

In addition to revitalizing its U.S. sales, EXCEL will leverage the Corporation’s international 
presence by penetrating new retail markets, starting with Canada in the first quarter of 1999. Based on 
the success of this initiative, EXCEL will determine the timing of market entry into other G7 countries 
and elsewhere in the world as domestic telecommunications markets open to foreign operators. 

In order to realize internal synergies, the Corporation has integrated EXCEL’s wholesale business 
into TCC. In addition, the casual calling business has been refocused on specific population segments, 
particularly those with a high propensity for international long distance calling. 


ther operations 
The Corporation holds interests in several joint ventures, including an interest in five cable ships 
held through Teleglobe Marine (U.S.) Inc. (“TMI”), as well as owning 30% of its Montreal head 
office building. It also has an ownership interest in the International Telecommunications Satellite 
Organization (““INTELSAT”). 
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Teleglobe owns a 50% interest in the ORBCOMM™ digital satellite data telecommunications 
system. Another division, Teleglobe Media Enterprises (“TME”), is an investor in LOOK, a start-up 
company providing digital wireless broadcast distribution services in competition with incumbent 
cable television operators and Direct-to-Home satellite service providers in Ontario and Québec, 
Canada. ORBCOMM and LOOK are development stage enterprises and are considered as non-core 
operations. Except for the investment in LOOK, all of these interests are accounted for by the 
proportionate consolidation method. 

TE recorded revenues of $27.2 million in both 1998 and 1997, generated by TMI. The segment 
profit was $2.7 million in 1998, including an investment write-down of $9.1 million. Segment profit was 
$13.6 million in 1997. Losses incurred by ORBCOMM and LOOK were capitalized in 1998 since both 
companies were considered as development stage enterprises. | 


Current and future trends 

Losses incurred by ORBCOMM and LOOK will start to be charged to operations and deferred 
losses will be amortized beginning in 1999. ORBCOMM will be in its first year of full commercial 
operation and LOOK will be offering services in substantially all of its licensed areas. Both companies 
will require further funding before they achieve break-even on an operating cash flow basis, and the 
Corporation and its partners will be required to provide such funding if other financing alternatives 
are unsuccessful. 


Balance Sheet Items 
Total assets increased to $9,072.1 million at the end of 1998 compared to $2,584.0 million at the 
end of 1997. The main reason for this change is the goodwill and intangibles of $5,372.5 million 
booked in connection with the EXCEL transaction. The balance of the difference mainly reflects 
other assets acquired as part of the same transaction, principally accounts receivable and property, 
plant and equipment. 

Total liabilities rose to $2,692.7 million in 1998 compared to $1,429.9 million in 1997. The principal 
variances are higher accounts payable, accrued liabilities and long-term debt resulting from the EXCEL 
transaction. Shareholders’ equity increased to $6,379.2 million in 1998 compared to $1,114.5 million 
in 1997. This difference is attributable to the issuance of the Corporation’s common shares in 
consideration for all the issued and outstanding common shares of EXCEL. 


Liquidity and Financial Resources 


Liquidity and Financial Resources 
(in millions of dollars) 


Years ended December 31, 1997 1996 
Net cash provided by (used in): 
Operating activities of continuing 
operations before changes in 
non-cash operating balances Se 28a $ 270.8 
Operating activities of continuing operations 329.8 PDEs) 
Investing activities (204.5) (194.7) 
Financing activities (169.6) 62.3 


Net cash provided by operating activities of continuing operations increased 29.6% in 1998, 


mainly as a result of higher income from continuing operations before depreciation and amortiza- 
tion and non-cash charges. 

Excluding the impact of the EXCEL acquisition, which required $5,154.3 million net of cash 
acquired, investing activities used $225.3 million more cash in 1998 than in 1997. This is attributable 
to higher capital expenditures, mainly by TCC, and the variation in investments due primarily to 
the purchase of an additional 15% interest in ORBCOMM. 

Financing activities provided cash of $6.9 million, net of $5,175.6 “nla provided by the 
Corporation’s issuance of common shares in consideration of all the issued and outstanding 


common shares of EXCEL. Net long-term debt repayments totaled $249.0 million, offset by the 
issuance of a promissory note for $100.0 million and $248.0 million of net proceeds from the issuance 
of common shares. BCE acquired 5.4 million common shares for $218.2 million and the balance of 
$29.8 million represents the conversion of first series preferred shares and the exercise of options. 

The Corporation paid dividends of $55.4 million in 1998 compared to $43.0 million in 1997, 
reflecting a higher average number of common shares outstanding. It also repurchased and cancelled 
common shares for $18.4 million under a normal course issuer bid. 

The Corporation expects higher capital expenditures in coming years in order to expand its net- 
work capacity and bandwidth to seize market opportunities. It plans to invest up to US$500 million 
in fixed assets in 1999, with two-thirds earmarked for the network and the balance for information 
systems and intelligent product platforms. 

Total indebtedness, comprising long-term debt, short-term credit facilities and current maturities 
of long-term debt, increased $735.5 million in 1998 attributable mainly to the consolidation of 
EXCEL’ balance sheet. The Corporation’s ratio of total indebtedness over capitalization improved 
to 17.5% in 1998 from 35.6% in 1997. 

The Corporation has various term and revolving credit facilities available, with unused por- 
tions totaling approximately $1,341.7 million at the end of 1998. Management considers that it has 


sufficient sources of funds from operating activities, unused portions of existing credit facilities and 
access to capital markets at competitive rates in order to meet its working capital requirements, 
capital investments, debt repayments and other obligations in 1999 and future years. In 1999, the 
Corporation will take steps to restructure its credit facilities in line with its future needs. 

The Corporation’s debentures are rated “A” by both Canadian Bond Rating Service and Dominion 
Bond Rating Service in Canada. 


eee instruments 
The Corporation is exposed to market risks related to foreign currency fluctuations and interest rates 
as well as credit risks. Derivatives are used to hedge cash flow items recorded in foreign currencies, 
with a duration of less than one year. It has also concluded interest rate swaps for a portion of its 
debt to convert part of its fixed rate debt to floating rates. To reduce the risk of these derivative 
financial instruments, the Corporation diversifies its exchange contracts and interest rate swaps by 
dealing with financial institutions having a high credit rating. 

As of January 1, 1999, the Corporation adopted the U.S. dollar as its currency of measurement. 
Foreign currency fluctuation risk is being assessed to determine whether this change calls for 
different risk management strategies. 


Other factors affecting the Corporation 
Integration of EXCEL. The merger of Teleglobe and EXCEL involves the integration of two 
entities that have previously operated independently and there is no assurance that the Corporation 


will not encounter significant difficulties with such integration. Potential issues include the failure to 
retain key employees and to realize the expected benefits of the merger. This risk is mitigated by a 
number of factors, including the absence of significant overlap in the respective operations of the 
two entities. Moreover, the main information technology systems are expected to remain separate for 
the foreseeable future. 

Regulatory changes. The operations of the Corporation will continue to be affected by regula- 
tory changes in the United States, Canada and the rest of the world. Ongoing events associated with 
the 1996 Telecommunications Act in the United States may lead to access charge reform which could 
change the Corporation’s existing transmission costs and those of other long distance companies, as 
well as permit the entry by the Regional Bell Operating Companies into the long distance market 
resulting in increased competition, lower prices and loss of market share. 

In conjunction with the opening of the local telephone market in the United States, incumbent 
local phone companies are not likely to provide billing services for customers presubscribed to 
competitive local phone companies. This would force EXCEL to either bill customers directly, enter 
into billing and collection agreements with new local phone companies or seek other alternatives. 
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Liberalization in markets outside the United States and Canada is resulting in increased 
competition. However, this trend is creating new opportunities for the Corporation to diversify its 
revenues and offer more services to more potential customers. 

Competitive factors. The Corporation has observed increased competition in all of its distribution 
channels as well as an increase in the number of promotional and discounted calling plans available 
to all long distance consumers, particularly in the retail residential segment. In general, the impact has 
been a decline in the Corporation’s revenue per minute as it has responded to competitive pressures 
with lower priced products. 


Year 2000 Readiness Disclosure | 

The Year 2000 issue being addressed by the Corporation concerns the potential inability of certain 
information systems to process date-sensitive information with respect to the change of century. 
Without correction, the Corporation’s telecommunications facilities, computer equipment and 
software devices that are time-sensitive may misinterpret a date using, for example, “00” as being the 
year 1900, rather than the year 2000. This misinterpretation could result in a miscalculation or a 
failure of the relevant information system, possibly causing a disruption of operations. Potential 
disruptions could include among other things, a temporary inability to provide certain 
telecommunications services, to perform certain business operations, such as identification of 
customer traffic, customer information and billing, or to use internal computer and software 
systems in the normal course of the Corporation’s business. 

EXCEL, which joined the Teleglobe group of companies following the November 10, 1998 
business combination described earlier (the “Teleglobe-EXCEL merger”) had developed its own 
Year 2000 plan before joining Teleglobe. Since the timeframe for Year 2000 compliance is short, 
the Corporation decided to pursue both programs separately, without a specific integration plan, 
except for certain monitoring and reporting functions described therein. 

Accordingly, this section will discuss each of the common and, where appropriate, the distinct 


elements of both Teleglobe’s and EXCEL’s programs separately. Reference will be made to “Teleglobe” 
and/or “EXCEL” as appropriate. Reference to “Teleglobe” shall mean Teleglobe Inc. and/or all or any 
of its subsidiaries or any successor thereof prior to the Teleglobe-EXCEL merger, and reference to 
EXCEL shall mean EXCEL Communications, Inc. and/or all or any of its subsidiaries or any successor 
thereof prior to the Teleglobe-EXCEL merger. 

Teleglobe has had a Year 2000 Project in place since 1996 and EXCEL since early 1998. Teleglobe’s 
and EXCEL’s Year 2000 projects are aimed at reducing the internal and external uncertainties created 
by the Year 2000 transition and, where possible, eliminating potential disruptions to their respective 
businesses caused by the input and use of dates in the Year 2000 and beyond. Teleglobe’s Year 2000 
program methodology has been reviewed by external consultants and internal auditors. Internally, 
Teleglobe’s Year 2000 strategies address both its information technology and non-information 
technology systems and involves moving from legacy systems to a client/server environment and 
implementing or replacing other new systems and equipment as may be required. Teleglobe is 
contacting foreign and domestic telecommunications carriers with which it interconnects and 
material external supplier products, to (i) determine whether their services and/or products meet 
Year 2000 conformity requirements and (ii) evaluate their strategies and action plans for 
the Year 2000 transition. EXCEL’s Year 2000 project is focusing on the impact of the Year 2000 
date changes on EXCEL’s systems and business processes, as well as external suppliers and business 
partners that are material to its business. In order to address possible Year 2000 issues, EXCEL has 
adopted a Year 2000 program methodology, and EXCEL expects this program to ensure that its core 
operations and essential functions will be ready for the transition to Year 2000. 

Both Teleglobe and EXCEL have set up a Year 2000 project management office and a steering 
committee for the purpose of coordinating their efforts regarding the Year 2000 transition. Both 
Year 2000 offices and steering committees, which ultimately report to the Board of Directors of the 
Corporation, address potential Year 2000 problems and formulate guidance on Year 2000 readiness 
plans. In addition, each steering committee periodically provides updates to the Board of Directors 
of the Corporation regarding progress in its respective Year 2000 project, including a description 
of non-compliant systems and potential areas of exposure relating to the Year 2000. 


State of Readiness 

Each of Teleglobe and EXCEL’s Year 2000 programs is focused on both information technology 
(IT) and non-IT systems, including: 

1) Telecom Network: Teleglobe’s international and domestic telecommunications network 
elements and services (voice and data); and EXCEL’s telecom network elements that 
comprise EXCEL’s switched network; 

2) IT Applications: IT software applications and systems that support Teleglobe or EXCEL’s 
telecommunications network operations and interactions with customers and other essential 
business and financial operations; 

3) IT Infrastructure: equipment and operating systems that support Teleglobe’s or EXCEL’s IT 
infrastructure such as operational servers, PC’s and LAN/WAN (local area network/wide area 
network) and mainframe replacement; 

4) Building Facilities: physical facilities and underlying equipment and software such as facilities 
required in business locations to ensure operations including elevators, electricity, security 
and fire prevention; 

5) End-Users Applications: software applications developed by users and not supported by 
IT systems; and 

6) Third-Party Compliance: carriers, vendors and suppliers compliance assessment. 

Both Teleglobe and EXCEL respective Year 2000 programs have adopted a multi-step process 
toward Year 2000 readiness, consisting of the following: 

1) Inventory: creation of an inventory of Year 2000 affected systems to be assessed and prioritized 

by how critical they are to the business; 

2) Impact Assessment: evaluate the impact of Year 2000 on affected systems and prioritize 
non-compliant items; 

3) Correction: remediation of specific systems that are identified as being non-compliant 
through conversion, replacement or upgrade; 

4) Testing: performance of tests on the date functions of the corrected systems; 

5) Implementation: placement of the corrected and tested systems and technology back into 
their operational environments; and 

6) Contingency Planning: development of contingency plans for possible system failures due to 
the Year 2000; 

EXCEL’s program differs slightly in that (i) its Testing step involves aspects of both Testing 
and Implementation, as defined above, and (ii) its Implementation step relates only to the 
development of contingency plans for possible Year 2000 system failures. 

Where appropriate, Teleglobe has measured the completion of the phases of its Year 2000 program 
based on the following chart: 


100% 85% 70% 50% 0% 
7 __ ae My, a, Ms 
completed nearly advanced on schedule late 
completed or slight delays 


Using the chart, Teleglobe’s Year 2000 program can be characterized as follows, as of January 31, 
1999 (except for Third Party Compliance which is discussed herein): 

1) Inventory: was completed for all systems, except for End-Users Applications which is 
on schedule; 

2) Impact Assessment: was completed for IT Applications and IT Infrastructure and nearly 
completed for Telecom Network and Building Facilities; 

3) Correction: was nearly completed for IT Applications and Building Facilities and advanced 
for Telecom Network; 

4) Testing: was advanced for IT Applications and Building Facilities and on schedule for 
Telecom Network; 
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5) Implementation: was advanced for Building Facilities and on schedule for IT Applications 
and Telecom Network; 

6) Correction, Testing and Implementation: performed simultaneously in the case of IT 
Infrastructure, were advanced for Operational Servers, and late for the PC Software upgrade 
but with substantial work in progress, for an overall expected completion by the end of the 
third quarter of 1999; 

7) Impact Assessment, Conversion, Testing and Implementation: was late for End-Users 
Applications and is expected to be completed by the beginning of the third quarter of 1999. 

Teleglobe’s switching platforms have been upgraded and are currently Year 2000 compliant. 

An operational switch of Teleglobe was tested by advancing the clock to December 31, 1999. The roll- 
over from December 31, 1999 to January 1, 2000 was completed without noticeable problems, errors 
or interruptions. In addition, Teleglobe conducted interoperability tests with other Canadian 
telecommunications carriers, without noticeable problems, errors or interruptions. 

EXCEL’s implementation of its Year 2000 program has been based on the varying degrees of 
exposure of the different IT and non-IT systems used by EXCEL’s departments and business units to 
the Year 2000. As a result, some components of the Year 2000 program are further along in the readiness 
process than others. However, based upon the evaluations of both internal and external resources 
involved in the Year 2000 program, EXCEL anticipates that all components of the Year 2000 Program 
will be completed by the third quarter of 1999. 

As of January 31, 1999, the Inventory phase of EXCEL’s Year 2000 program was approximately 
80% complete, the Impact Assessment phase was approximately 30% complete, the Correction 
phase was 15% complete and the Testing phase was 5% complete. EXCEL is currently beginning imple- 
mentation of its Contingency phase. 

Certain critical computer equipment and software and other systems that Teleglobe and EXCEL 
are currently using require replacement or modification to be Year 2000 compliant. In addition, 
in the ordinary course of replacing computer equipment and software, Teleglobe and EXCEL seek 
replacement systems that are Year 2000 compliant. 

The Corporation is including third party software and hardware in its assessment program, 
specifically testing such systems to the extent practicable, even if it has received Year 2000 readiness 
information from the vendor or supplier of the software or hardware. 

The Corporation has mailed letters to its significant vendors and service providers and have 
verbally communicated with others to determine the state of readiness of such third parties for the 
Year 2000 and the extent to which products or services provided by such vendors may not be Year 2000 
compliant. As of February 15, 1999, Teleglobe had received responses from approximately 95% of its 
vendors and Excel from approximately 60% of its vendors. The majority of the products for which 
responses have been received have provided written assurances that they expect to address all of their 
significant Year 2000 issues on a timely basis. A follow up mailing to such third parties who have not 
responded or whose responses were not satisfactory to the Corporation has been distributed, with 
responses to be provided to the Corporation before May 1999. The Corporation is considering the 
severance of relationships with any vendors who cannot demonstrate their Year 2000 readiness by 
that date, and replacing them with vendors who are deemed to be compliant. 

Teleglobe continues to contact foreign carriers with a particular focus on those considered 
essential for prevention of a material disruption of Teleglobe’s business operations. As of February 15, 
1999, Teleglobe had received responses from approximately 62% of such essential foreign carriers, 
of which the majority have provided written assurances that they expect to address their significant 
Year 2000 issues on a timely basis. Three categories of foreign carriers have been established based on 
the level of revenues derived from such destinations and contingency plans will be established on the 
basis of the risk each of such foreign countries represents to Teleglobe’s network. 

In addition, Teleglobe participates in the Year 2000 Canadian Telecommunication Industry 
Forum (CTIF) where it is involved in developing test facilities and contingency plans for the Year 
2000. In an effort to reduce the Year 2000 risks associated with interconnection to the networks of 
foreign carriers, Teleglobe also participates in the International Telecommunications Union’s Year 
2000 Task Force. 
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Use of Independent Verification and Validation 

Teleglobe has retained the services of external consultants to review its Year 2000 Project and evaluate 
its state of readiness. The mandate of these external consultants is to perform a millennium assess- 
ment to objectively determine the overall preparedness and ability of Teleglobe to address the Year 
2000 compliance issue in a timely manner. The project review is designed to provide management 
with an independent indication of the project status, risks and issues that Teleglobe is facing. The 
first review was conducted in June 1998, the second in October 1998 and a third is scheduled for 
March 1999. In addition, the internal audit department assumes a surveillance role over the project 
on an ongoing basis. 

EXCEL has also retained external consultants to independently verify and validate the Year 2000 
compliance process. EXCEL has also directed its external consultants to assist in the execution of the 
various phases of Excel’s Year 2000 program. EXCEL will continue to set the priorities for its Year 2000 
program, relying on additional assistance from its consultants to complete each phase in a timely 
manner. In addition, EXCEL’s external consultants and internal auditors will continue to conduct 
periodic reviews of EXCEL’s Year 2000 activities and report potential compliance issues that may 
not be resolved on a timely basis or any other significant findings, as applicable. 

Although Teleglobe’s and EXCEL’s Year 2000 programs are conducted separately, as discussed 
above, the Corporation centralizes, whenever practicable, the reporting and monitoring functions 
of both programs. The internal audit groups of Teleglobe and EXCEL have been combined under 
one department. This department monitors the progress of management with respect to each of 
Teleglobe’s and EXCEL’s Year 2000 programs and reports directly to the Audit Committee of the 
Corporation, and ultimately to the Board of Directors of the Corporation. 


Cost to Address Year 2000 Challenge 

The Corporation’s current estimated costs for its Year 2000 Program are approximately US$14.4 million 
for Teleglobe and US$25 million for EXCEL. These estimates include a capital budget of US$9.5 million 
and an expense budget of US$4.9 million for Teleglobe and US$9.2 million capital and US$15.8 million 
expense for EXCEL. Through December 31, 1998, expenditures totaled US$8.2 million (US$6.8 million 
capital and US$1.4 million expense) for Teleglobe and US$6.8 million (US$2.8 million capital and 
US$4.0 million expense) for EXCEL. The IT expenditures related to its Year 2000 Program constitute 
approximately 18% of Teleglobe’s 1998 IT expenditures and 7% of EXCEL’s and are projected to 
be approximately 10% for the 1999 IT budgets of both Teleglobe and EXCEL. These costs include 
labor for employees and contract personnel used in the Corporation’s Year 2000 Programs, and non- 
labor costs for replacement hardware and software and other such costs associated with testing and 
remediation of non-compliant systems. The expenses with regard to the Year 2000 program are 
included in the operating and capital expenses, as part of normal operations. Other non-Year 2000 
IT efforts have not been substantially delayed by the Corporation’s Year 2000 programs. 


Risks Associated with the Year 2000 and Contingency Plans 

Teleglobe and EXCEL have begun to examine the risks associated with their “most reasonably likely 
worst case Year 2000 scenarios.” Teleglobe’s Year 2000 program is scheduled for substantial completion 
by the second quarter of 1999 and EXCEL’s by the third quarter of 1999. Currently, neither Teleglobe 
nor EXCEL are aware of any specific function or system subject to the program that is significantly 
off the present processing schedule. A general project shift that would erode progress beyond January 
1, 2000 is not anticipated at this time. 

The costs of the Corporation’s Year 2000 programs and the dates on which Teleglobe and EXCEL 
expect they will complete the related testing, assessment and implementation efforts are based upon 
management’s best estimates, which were derived using numerous assumptions regarding future 
events, including the continued availability of certain resources, third-party remediation plans, and 
other factors, which assumptions Management believes to be reasonable. There can be no assurance 
that these estimates will prove to be accurate, and actual results could differ materially from those 
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currently anticipated. Specific factors that could cause such material differences include, but are not 
limited to, the availability and cost of personnel trained in Year 2000 issues, the ability to identify, 
assess, remediate and test all relevant computer codes and embedded technology, and similar uncer- 
tainties. In addition, variability of definitions of “compliance with Year 2000” and the myriad of 
different products and services, and combinations thereof, sold by Teleglobe and EXCEL may lead to 
claims whose impact on the Corporation is not currently estimable. No assurance can be given that 
the aggregate cost of defending and resolving such claims, if any, will not materially adversely affect 
the Corporation’s results of operations. Although some of Teleglobe’s or EXCEL’s agreements with 
manufacturers and others from whom it purchases products for resale contain provisions requiring 
such parties to indemnify Teleglobe or EXCEL under some circumstances, there can be no assurance 
that such indemnification arrangements will cover all of Teleglobe’s or EXCEL’ liabilities and costs 
related to claims by third parties related to the Year 2000 issue. 

Other possible risks of the Year 2000 include the unforeseen failure of external services provided 
by key suppliers (specifically, suppliers of electrical power, heating, ventilation and air conditioning), 
local exchange carriers, inter-exchange and foreign carriers. More particularly, certain foreign carriers 
in less developed countries with which the Corporation is interconnected or exchanges traffic may 
not have the funds and/or the resources required to ensure Year 2000 compliance of their telecommu- 
nications network. These risks and the reasonability of their occurrence are currently being assessed. 

In response to such risks, Teleglobe and EXCEL are evaluating different methods of addressing 
potential conditions or interruptions caused by the Year 2000, which may require tactical contin- 
gency planning as part of their Year 2000 Program. Teleglobe is in the process of assessing the 
completeness of the identified business risks in order to develop contingency plans. Because Teleglobe 
and EXCEL have not completed certain phases of their respective Year 2000 programs, they have not 
been able to forecast the total cost of contingency plans. At Teleglobe, contingency plans are being 
developed in conjunction with an external consulting firm and are expected to be completed by the 
third quarter of 1999. EXCEL has also begun a similar process and intends to finalize its contingency 
plans during the third quarter of 1999. 

The Corporation currently believes that the Year 2000 will not create a significant interruption 
of its operations. However, if all issues relating to the Year 2000 are not properly identified, or tested, 
and if implementation, correction and replacement are not timely effected with respect to potential 
Year 2000 problems that are identified, there can be no assurance that the Year 2000 issue will not 
materially adversely affect the Corporation’s business and its relationships with carriers, customers, 
vendors and other third parties. Additionally, there can be no assurance that the Year 2000 issues 
of other entities will not have a material adverse impact on the Corporation’s various businesses, 
systems or results of operations. 


Cautionary Statement Concerning Forward-Looking Statements 
Certain information contained in this Management’s Discussion and Analysis with respect to finan 


cial results and future events and trends, including, without limitation, the statements concerning 
Year 2000 issues set forth under “Year 2000 Readiness Disclosure’, is forward-looking, based on the 
Corporation’s estimates and assumptions and is subject to risks and uncertainties that could cause 
the Corporation’s actual results to differ materially from the forward-looking statements contained 
in this Management’s Discussion and Analysis. For those statements, the Corporation claims the 
protection of the safe harbor for forward-looking statements contained in the Private Securities 
Litigation Reform Act of 1995. 


Management’s Report 


The management of the Corporation is responsible for the preparation and integrity of the attached consolidated financial statements, which 
have been prepared in accordance with accounting principles generally accepted in Canada, as well as management's discussion and analysis. 
These statements necessarily include some amounts that are based on management's best estimates and judgment. Management considers 
that the statements present fairly the consolidated financial position of the Corporation, the results of its operations and the changes in its 
financial position. Financial information contained in management’s discussion and analysis is consistent with the information contained 
in the consolidated financial statements. ~ 

To fulfill its responsibility, management developed and maintains systems of internal accounting controls and establishes policies and 
procedures designed to ensure the reliability of financial information and to safeguard assets. The internal control systems and financial records 
are subject to evaluation by internal auditors and by the external auditors during the examination of the consolidated financial statements. 

The Board of Directors oversees management’s performance of its financial reporting and internal control responsibilities. The Board 
of Directors carries out its responsibility with regard to the consolidated financial statements primarily through its Audit Committee. 

The Audit Committee, which is composed exclusively of outside directors, meets regularly with the internal and external auditors, and 
with management, to discuss accounting policies and practices, internal control systems, the scope of audit work and to assess reports 
on audit work performed. The external and internal auditors have direct access to the Audit'‘Committee, with or without the presence of 
management, to discuss results of their audits and any recommendations they have for improvements in internal controls, the quality of 
financial reporting and any other matters of interest. The consolidated financial statements have been reviewed and approved by the 
Board of Directors on the recommendation of the Audit Committee. 


AF 


Charles Sirois Claude Séguin 
Chairman of the Board and Chief Executive Officer Executive Vice President, Finance 
and Chief Financial Officer 


February 8, 1999 
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To the Shareholders of Teleglobe Inc.: 
We have audited the consolidated balance sheet of Teleglobe Inc. as of December 31, 1998 and the related consolidated statements of 
operations, retained earnings and changes in financial position for the year then ended. These financial statements are the responsibility 


of the Corporation’s management. Our responsibility is to express an opinion on these consolidated financial statements based on 
our audit. 

We conducted our audit in accordance with generally accepted auditing standards in Canada. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. . 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Corporation 
as of December 31, 1998 and the results of its operations and changes in financial position for the year then ended in accordance with 
generally accepted accounting principles in Canada. 

We also reported separately to the shareholders of Teleglobe Inc. on consolidated financial statements for the same period prepared in 
US dollars and in accordance with generally accepted accounting principles in the United States of America. 

The consolidated balance sheet as of December 31, 1997 and the consolidated statements of operations, retained earnings and changes 
in financial position for each of the years ended December 31, 1997 and 1996 were audited by Raymond Chabot Grant Thornton, who 
expressed an opinion without reservation on those consolidated financial statements in their report dated February 8, 1998. 


Montréal, Canada Raymond Chabot Grant Thornton 
February 8, 1999 Chartered Accountants 
General Partnership 


Arthur Andersen & Cie 
Chartered Accountants 
General Partnership 


For the years ended December 31, 1998, 1997 and 1996 
(In millions of Canadian dollars, except share data) 


Revenues 
Telecommunication 
Telecommunication revenues from related parties 
Marketing services 


Total revenues 
Operating expenses 
Telecommunication and network 
Selling, general and administrative 
Depreciation and amortization 
Unusual items 


Total operating expenses 
Operating income 


Interest expense 


Other income 
Investment income (loss) 
Other 


Total other income 
Income from continuing operations before income taxes ~ 
and extraordinary item 
| Provision for income taxes 


Income from continuing operations before extraordinary item 
Income from discontinued operations, net of income taxes 
of nil and $0.5 in 1997 and 1996, respectively 
Gain on disposal of discontinued operations with 
no income tax impact 


Income before extraordinary item 
Extraordinary item, net of income taxes of $124.2 


Net income (loss) 
Preferred dividends 


Net income (loss) to common shareholders _ 
Basic earnings per share 

Continuing operations 

Discontinued operations, net 

Extraordinary item, net 

Net income (loss) to common shareholders 
Basic weighted average common shares 
Diluted earnings per share 

Continuing operations 

Discontinued operations, net 

Extraordinary item, net 

Net income (loss) to common shareholders 
Diluted weighted average common shares 
Dividends per common share 


The accompanying notes are an integral part of these consolidated financial statements. 


1997 1996 

$ 1,431.2 |$ 999.4 
: 556.7 563.3 
1,562.7 

1,379.8 1,069.5 
195.1 114.4 

129.6 163.4 
SET = 
722.20 SReA7 3 
265.7 215.4 

43.0 46.2 

(1.6) (1.4) 
7G 11.8 

6.0 10.4 

228.7 179.6 

110.3 | 72.0 

118.4 107.6 

3.7 4.9 

18.4 es 

140.5 112.5 

140.5 112.5 

(6.8) (6.8) 

§. pela Fahseneninl05.7 
$ 0.89 |$ 0.86 
0.17 0.04 

1.06 0.90 
125,757,054 | 116,595,410 
|$ 0.85 |$ 0.80 
0.17 0.04 

1.02 0.84 
133,324,162 | 133,502,532 
$ 0.29 |$ 0.23 


December 31, 1998 and 1997 


(In millions of Canadian dollars, except share data) 
ASSETS sb feet 
Current assets 
Cash and cash equivalents 
Accounts receivable, net of allowance of $125.7 and $64.2 for 1998 
and 1997, respectively 
Accounts receivable from related parties 
Deferred income tax 
Other current assets 


Investments 

Property, plant and equipment, net 
Deferred income tax 

Deferred charges and other 
Intangibles, net 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 
Short-term credit facilities 
Accounts payable 
Accrued liabilities 
Accounts payable to related parties 
Other current liabilities 
_ Current maturities of long-term debt 


Long-term debt 
Deferred credits 


$2,584.0 


Non-controlling interest 


Commitments and contingencies 
Shareholders’ equity 
Preferred shares f 
First series, no par value, unlimited shares authorized, none issued and outstanding 
at December 31, 1998 (2,570,000 at December 31, 1997) 
Third series, no par value, unlimited shares authorized, 5,000,000 issued and outstanding 
Common shares 
Common shares, no par value, unlimited shares authorized, 253,139,738 issued 
and outstanding at December 31, 1998 (127,372,588 at December 31, 1997) 
Retained earnings 
Cumulative translation adjustment 


aie apa se 


On behalf of the Board: 


> s 
oe , Director 
Wi £ / ey , Director 


The accompanying notes are an integral part of these consolidated financial statements. 


1997 


wy eke 


740.6 
P55zl 
63.8 
1,055.3 
192; 
1,267.0 
152.5 
90.0 


18.0 
125.0 


616.7 
341.2 
13.6 


$2,584.0 


For the years ended December 31, 1998, 1997 and 1996 
(In millions of Canadian dollars) 


Retained earnings, beginning of year 


Net income (loss) 


Cash dividends and related taxes 
Excess of redemption price of common shares over stated value 


Retained earnings, end of year 


The accompanying notes are an integral part of these consolidated financial statements. 


1997 1996 | 
$245.4 $182.5 
140.5 112.5 
(43.3) (33.8) 
(1.4) (15.8) 
$341.2 $245.4 
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For the years ended December 31, 1998, 1997 and 1996 


ns of Canadian dollars) 


Operating activities 


Income before extraordinary item 
Less: Income from discontinued operations 
Gain on disposal of discontinued operations 


~ Income from continuing operations 


Adjustment to reconcile net income to net cash provided 
by operating activities of continuing operations: 

Depreciation and amortization 
Write-down of investments 
Gain on disposal of investments 
Deferred credits and other items 
Changes in non-cash operating balances, 

_net of impact of acquisition 


Net cash provided by activities of continuing operations _ 


Investing activities 


Acquisition of EXCEL, net of cash acquired 

Purchase of property, plant and equipment 

Proceeds from sale of businesses and investments 
Proceeds from disposal of property, plant and equipment 
Net change in investments 

Net change in other assets 


Net cash used in investing activities 
Financing activities 


Payment of long-term debt 

Proceeds from issuance of long-term debt, net of issuance cost 
Proceeds from short-term credit facility 

Conversion of first series preferred shares 

Payment of dividends 

Net proceeds from issuance of common shares 

Issuance of common shares for the acquisition of EXCEL 
Repurchase of common shares 

Other 


Net cash provided by (used in) financing activities 


Net cash used in discontinued operations 


Net increase (decrease) in cash and cash equivalents 


Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


The accompanying notes are an integral part of these consolidated financial statements. 


1997 
132.5 164.7 
139.3 ie 

(121.6) = 
12.5 (1.5) 
48.7 

329.8 

(222.7) (126.9) 
20.0 7A 
17.2 29.9 
2802 (44.7) 

(44.2) (60.4) 

(204.5) (194.7) 

(191.9) (131.5) 
65.6 245.9 

(74.6) 2 
(43.0) (33.5) 
76.3 2.8 
(1.7) (21.1) 
(0.3) (0.3) 
(169.6) 62.3 
(20.1) (1.0) 
(64.4) 78.9 
160.2 81.3 

$ 95.8 $ 160.2 


(Amounts in millions of Canadian dollars, except share data) 


1.Statutes, Nature of Operations and Regulatory Regime 
a) Statutes and Nature of Operations 


Teleglobe Inc., hereafter referred to as the “Corporation’, is incorporated under the Canada Business Corporations Act and is a facilities- 
based carrier that provides international telecommunication services either directly or through its subsidiaries. These services, which 
include voice, data, Internet and value-added communications, are offered primarily on a wholesale basis, to carriers and Internet 
service providers on every continent. In addition, the acquisition of Excel Communications, Inc. (“EXCEL”) allows the Corporation 
to provide retail services such as long distance, paging and, more recently, Internet services to both residential and commercial cus- 
tomers in the United States of America (“U.S.”) (see Note 2). 

Until October 1, 1998, the Corporation, through its subsidiary Teleglobe Canada Inc. (“TCI”), was the sole authorized provider of 
facilities-based telecommunication services between Canada and other countries, excluding the U.S. In 1997, as a result of Canada’s 
commitment under the World Trade Organization agreement on basic telecommunication services (“WTO Agreement”) of February 1997, 
the Government of Canada announced that TCI’s mandate would expire on October 1, 1998 (see Note 5). 

i) International Telecommunication Activities 

The Corporation, through its Teleglobe Communications Corporation (“TCC”) operations, earns revenues from international services 

provided through the telecommunications network of TCC. To a lesser extent, the Corporation also earns international service revenues 

from long distance telecommunications provided to both residential and commercial customers by EXCEL in the U.S. The revenues 
earned from TCC’s international services, mainly voice and data, consist of charges to carriers for the routing of traffic to other 
countries. Also included are revenues from Internet connectivity, leased circuits, as well as broadcast and mobile services. The Corporation 
pays terminating charges (included in “Telecommunication and network” expenses) to other carriers to compensate them for their 
part in the distribution of telecommunications traffic. 

ii) Long Distance and Marketing Service Activities 

The Corporation, through its EXCEL operations, provides long distance, paging and, more recently, Internet services to both 

residential and commercial customers in the U.S. EXCEL has developed several marketing channels for its services, including direct 

sales to residential and commercial customers through independent representatives (“IRs”), dealers and internal sales personnel, 
as well as the direct mail marketing of several dial-around products. To provide its services, EXCEL is building a switch-based 
telecommunications network and is also leasing transmission lines from a variety of facilities-based and resale long distance carriers. 

Marketing service revenues are primarily comprised of receipts pertaining to materials and services rendered by EXCEL to IRs and 
area coordinators (“ACs”). Except in certain states, [Rs are required to make an initial refundable application deposit with EXCEL 
as an expression of commitment. There is no additional cost to participate. IRs have an option to purchase a start-up package, which 
includes a training class and training materials, business forms, promotional and presentation materials, ongoing technical and 
administrative support services, and monthly reports. If the start-up package is purchased, the application deposit requirement is 
waived. In addition, EXCEL offers training positions whereby ACs, certified by EXCEL, provide training to new IRs. 

“Selling, general and administrative expenses” include marketing costs and the costs associated with providing teleservices and other 
support services for subscribers, with billing and collecting long distance and paging revenues, and with the information systems 
and personnel required to support EXCEL’s operations. EXCEL expenses subscriber acquisition costs as incurred. 

The Corporation expenses advertising and promotion costs in the period in which they are incurred. These include direct 
mail advertising and marketing costs relating to long distance products. 


b) Regulatory Regime 


i) Canadian Regulation 
TCI is subject to regulation by the Canadian Radio-television and Telecommunications Commission (“CRTC”). 

TCI is regulated pursuant to Telecom Decision CRTC 96-2 under a form of price regulation which includes a price reduction 
commitment regime for telephone services and a price ceiling for non-telephone services for the period terminating on December 
31, 1999, barring exceptional changes to TCI’s operating environment. This regulatory framework also provides for tariff filings, 
approval procedures and financial monitoring. Prior to 1996, TCI was subject to rate-base/rate-of-return regulation. 
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1.Statutes, Nature of Operations and Regulatory Regime (continued) 
On October 2, 1997, the CRTC issued Telecom Public Notice CRTC 97-34 in which the Commission requested proposals and 
comments on the regulatory regime (including the introduction of licensing requirements) that should apply to the provision of 


international telecommunication services, effective October 1, 1998, when TCI’s exclusive mandate was scheduled to expire. This 
proceeding specifically included a review of routing restrictions and of the regulations applicable to TCI. 

On October 1, 1998, the date when the Corporation’s exclusive mandate officially ended, the CRTC issued Telecom Decision 
CRTC 98-17 which substantially changed the regulatory framework governing the provision of international services in Canada. 
In summary, the CRTC established a licensing regime which, among other things, prescribes a basic condition of license prohibit- 
ing the licensee from engaging in anti-competitive conduct. The regime also establishes a condition of license requiring service 
providers who operate facilities used in transporting basic telecommunications traffic between Canada and another country 
to file certain information as to the traffic they carry and the agreements and arrangements they enter into. The CRTC decision 
also eliminated the rules prohibiting the routing of Canada-Canada calls and Canada-overseas calls through the U.S., thereby removing 
all traffic routing restrictions. Finally, the CRTC maintained the regulatory regime that applies specifically to the Corporation except 
with respect to Canada-Canada and Canada-U.. traffic. 

US. Legislative and Regulatory Matters 
The Corporation’s primary U. S. subsidiaries, Teleglobe USA Inc. (“TUSA”’) and EXCEL are subject to the Communications Act of 
1934 (“Act”), as amended, and the regulatory jurisdiction of the Federal Communications Commission (“FCC”). In many states, 


wa 


il 


state public utilities commissions also regulate the provision of telecommunication services. The U.S. Telecommunications Act of 
1996 (“1996 Act”) included substantial revisions to the Act which were intended to promote competition among and between local 
exchange carriers (“LEC’s”), cable television operators, and long distance providers, and to establish a broad national telecommu- 
nications policy. Among other things, the 1996 Act permits entry of the Bell Operating Companies (““BOC’s”) into the long distance 
services business within their local exchange territories on their conformance to a specific set of criteria demonstrating that they 
have established practical opportunities for entry into their local markets by competing local carriers. 

The FCC’s implementation of the 1996 Act has resulted in significant litigation which has delayed the advent of local exchange 
competition in the U.S. Among these actions was the successful appeal of the FCC’s 1997 order establishing baseline national rules 
pursuant to which incumbent LEC’s are to make available the use of their networks by competitors. The appeal led to an order of 
the U.S. Court of Appeals in 1997 which interpreted the 1996 amendments to the Act in a way which greatly diminished the authority 
of the FCC to set national guidelines for local carrier interconnection, and was viewed as a setback to potential new competitors, 
including the Corporation. 

On January 25, 1999, the United States Supreme Court reversed the appeals court decision and interpreted the 1996 Act as vesting 
broad authority in the FCC to adopt local exchange competition policy. The decision has been widely viewed as providing the FCC 
with important regulatory tools to promote the development of local exchange competition. It is not, however, possible to determine — 
the extent to which the Supreme Court’s order will accelerate the introduction of practical local exchange opportunities for the 
Corporation in particular markets. 

On March 3, 1998, the FCC granted TUSA additional authority under Section 214 of the Act to provide international service 
between the U.S. and Canada, and beyond, using international transmission facilities owned by TUSA. 

On May 8, 1998, the FCC granted authority to the Corporation to acquire the remaining 80% of Optel Communications Inc. 
(“Optel”) that it did not already own. Optel holds the U.S. submarine cable landing license for the CANUS 1 system which extends 
between the U.S. and Canada. The Corporation already held the license for the Canadian landing. 


2. Acquisition of EXCEL 
On November 10, 1998, the Corporation, through one of its wholly-owned subsidiaries, acquired all issued and outstanding common shares 
of EXCEL by issuing 117,627,338 shares of the Corporation’s common stock for a total consideration of $5,187.8 including acquisition costs. 
Each share of EXCEL was exchanged for 0.885 share of Teleglobe Inc. common shares. In addition, outstanding EXCEL employee stock 
options were converted at the same exchange factor into options to purchase approximately 8,277,075 shares of Teleglobe Inc. common 


shares and the exercise price per share with respect to each such converted option was adjusted to equal the exercise price under the orig- 
inal option divided by 0.885. 

The acquisition has been accounted for under the purchase method of accounting and therefore the purchase price and acquisition 
costs were allocated to net assets acquired. Accordingly, the consolidated results of operations for the year ended Dea 31, 1998 include 
EXCEL’ consolidated results of operations from November 10, 1998. 


2. Acquisition of EXCEL (continued) 


The allocation of the purchase price is as follows: 


Assets acquired (including intangibles of $1,412.6) $ 2,615.3 
Liabilities assumed 1,387.4 

Net assets acquired 1,227.9 
Goodwill 359999 
Total purchase consideration $ 5,187.8 


3. Significant Accounting Policies 
a) Financial Statement Presentation 


b 


= 


The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally accepted 
in Canada. They include the accounts of the Corporation and its subsidiaries. All significant intercompany transactions and balances have 
been eliminated upon consolidation. Certain prior year amounts have been reclassified to conform to the current year presentation. 

Investments in entities in which the Corporation does not have control, but has the ability to exercise significant influence over 
operating, investing and financial policies, are accounted for under the equity method. Under the equity method, investments origi- 
nally recorded at cost are adjusted to recognize the Corporation’s share of the net earnings or losses of the companies as they occur, 
rather than as dividends or as other distributions are received, limited to the extent of the Corporation’s investment in, advances to, 
and guarantees for these investments. Investments in which the Corporation does not have the ability to exercise significant influence 
over operating, investing and financial policies are accounted for under the cost method. 

TCI is the designated Canadian signatory to the International Telecommunications Satellite Organization (“INTELSAT”) operating 
agreement. Periodically, TCI’s ownership in this organization is adjusted to conform to its proportional use of the systems or such other 
level as it may elect, according to the terms of the operating agreement. TCI’s share in this foreign joint venture is accounted for ona 
proportionate consolidation basis. 

Until 1998, TCI was the Canadian signatory to the International Maritime Satellite Organization (“INMARSAT”) and held a 33.3% 
interest in a joint venture which provided INMARSAT B&M global services (see Note 4). TCI’s joint venture interests were accounted 
for on a proportionate consolidation basis. 

TCI holds a 30.0% joint venture interest in its corporate office building, which is accounted for on a proportionate consolidation 
basis. 

The Corporation participates in the ownership of five cable ships, with percentages varying from 25% to 45% through its subsidiary 
Teleglobe Marine (U.S.) Inc. (“TMI”) under limited partnership agreements with a subsidiary of Tyco International Ltd. TMI’s share 
of the partnerships is accounted for on a proportionate consolidation basis. 

The Corporation and Orbital Sciences Corporation, a U.S. public corporation, have formed a joint venture called ORBCOMM Global, 
L.P. (“ORBCOMM”) for the financing and operation of a digital satellite telecommunications system. The ORBCOMM™ system is 
designed to provide continuous low-cost coverage over most of the earth’s surface for monitoring, tracking and messaging applications. 
The Corporation owns a 50% interest in ORBCOMM as a result of the indirect acquisition of an additional 15% interest in 1998 for $100.4. 
The Corporation’s interest is accounted for on a proportionate consolidation basis. 

Prior to May 1998, the Corporation held a 20% interest in Optel which was carried at cost. On May 15, 1998, the Corporation acquired 
all of the remaining shares outstanding of Optel for a cash consideration of $5.4. The purchase of the additional 80% has been accounted 
for under the purchase method of accounting. The consolidated results of operations for the year ended December 31, 1998 include 
Optel’s financial results from May 15, 1998. 

Until September 10, 1998, TCI held a 29.2% interest in Stratos Wireless Inc. (“Stratos”), which provides global mobile satellite voice 
and data communication services (see Note 4). TCI’s interest was accounted for under the equity method. 

On November 30, 1998, INTELSAT transferred certain assets and liabilities to its newly formed subsidiary New Skies Satellites N.V. 
(“NSS”). On the same date INTELSAT also distributed 90% of its shares in NSS to its signatories. Following this transaction, the 
Corporation owns a 1.84% interest in NSS. 


Regulatory Principles 

Prior to 1996, TCI services were regulated by the CRTC under a rate-base/rate-of-return methodology. In 1996, the CRTC revised the 
method of regulation for the Corporation. Instead of the rate-of-return regulation involving the recovery of costs through rates charged 
to customers, the CRTC approved an incentive form of regulation involving the setting of price caps. The impact of this change, which 
affects the allowance for funds used during construction, deferred income taxes and the rate stabilization account, was applied prospec- 


tively as of January 1, 1996. 
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3. Significant Accounting Policies (continued) 


d) 


f) 
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Upon termination of its exclusive mandate as the sole provider of facilities-based overseas telecommunication services in Canada 
by the Government of Canada on October 1, 1998, and in light of continued trends in technological innovation and the introduction 
of significant competition in the international telecommunications market, TCI determined that it was appropriate to reflect the finan- 
cial accounting effect of the completion of the deregulation process and adjust the net carrying values of its telecommunications assets 
at December 31, 1998 to reflect the assets’ fair value (see Note 5). 


Use of Estimates 

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities as well as the disclosure of contingent assets and 
liabilities at the date of the financial statements. Such estimates and assumptions also affect revenues and expenses during the period 
reported. Actual results could differ from these estimates. 


Revenue Recognition 

In applying terms and conditions for revenue sharing with other carriers, the Corporation recognizes the international telecommuni- 
cation revenues from and shares owed to carriers as services are rendered and estimates the amount of such revenues and shares which 
the carriers have not reported at year-end. International telecommunication revenues are stated before any allocation of the costs 
associated with these revenues. 

Long distance telecommunication and marketing revenues are recorded when services are rendered. They are measured when long 
distance calls are completed and recorded net of an allowance for certain revenues which the Corporation estimates will ultimately be 
refunded, rebated, uncollectible or unbillable. 

Revenues from other telecommunication services are recognized as the services are provided. 

Under the terms of cable maintenance and repair agreements, revenues from cable ship interests consist of a return on capital and 
recovery of depreciation expenses while the remaining standing and running costs are reimbursed. 

Until December 1997, revenues from the sale of cable capacity were recognized using the venture accounting method, whereby all 
related costs and revenues were recorded in inventory until the total project was completed. 


Foreign Currency Translation 
Foreign currency denominated balances of the Corporation, as well as assets and liabilities of foreign subsidiaries that are considered 
to be fully integrated operations, are translated into Canadian dollars, the currency of measurement, using the temporal method. 
Accordingly, monetary assets and liabilities are translated using the exchange rates in effect at the balance sheet date, and revenues and 
expenses as well as non-monetary assets and liabilities are translated at the average exchange rate of the month in which the 
transaction occurs or at the rates of exchange prevailing when the assets were acquired or the liabilities incurred. Exchange gains or 
losses on monetary items are included in income. Any unrealized foreign exchange gains or losses relating to monetary items with fixed 
or ascertainable lives extending beyond one year from the balance sheet date are deferred and amortized over the remaining period. 

Financial statements of self-sustaining foreign operations are translated into Canadian dollars using the current rate method. 
Accordingly, assets and liabilities are translated at the exchange rates in effect at the balance sheet date, and revenues and expenses are 
translated at the average exchange rate of the month in which the transaction occurs. Unrealized exchange gains or losses on the trans- 
lation of the financial statements are deferred and presented separately on the balance sheet under “Shareholders’ equity” as “Cumulative 
translation adjustment”. 

Asa result of telecommunication revenues and a significant portion of operating expenses and assets being denominated in U.S. dollars. 
and the increasing international focus of the Corporation’s operations, the U.S. dollar will become the currency of measurement and 
the reporting currency effective January 1, 1999. 


Derivative Financial Instruments 
The Corporation uses derivative financial instruments to reduce its exposure to market risks from changes in interest rates and foreign 
exchange rates. The Corporation has designated its interest rate swaps as hedges and records the interest expense based on the agreements’ 
fixed rates. 

The Corporation hedges its foreign exchange exposure through a variety of strategies and financial instruments, including 
forward exchange contracts, foreign currency swap contracts, and foreign currency option contracts. The Corporation uses these 
strategies to hedge both revenues and operating expenses and the working capital of its international subsidiaries, as applicable. 
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Premiums paid or received pursuant to exchange contracts are deferred and amortized over the term of the contracts. Forward exchange 
contracts and premiums paid or received are accounted for at cost. Realized and deferred gains or losses on these contracts are recognized 
in the consolidated statement of operations in the same year as the gains or losses resulting from corresponding hedged positions are 
recorded. The majority of the Corporation’s foreign currency contracts mature within 12 months. There were none outstanding as of 
December 31, 1998. ; 


Income Taxes 
The Corporation uses the tax allocation basis of accounting for income taxes. Deferred income taxes result mainly from timing 
differences between the tax and accounting value of property, plant and equipment. 


Cash and Cash Equivalents 
Cash equivalents consist of short-term deposits. 


Accounts Receivable 

Accounts receivable are net of an allowance for doubtful accounts and anticipated telecommunication revenue adjustments. The 
Corporation establishes an allowance for doubtful accounts and anticipated telecommunication revenue adjustments based on factors 
surrounding the credit risk of specific customers, as well as historical trends and other information. 


Concentration of Credit Risk 

The Corporation, through its EXCEL operations, has agreements with LEC’s, which provide billing and collection services to the majority 
of EXCEL’ subscribers. EXCEL’s subscribers are primarily residential and commercial subscribers and are not concentrated in any specific 
geographic region of the U.S. As of December 31, 1998, approximately 21.5% of the Corporation’s accounts receivable were due from 
LEC’s. In addition, the Corporation is exposed to credit risks for the accounts receivable from Stentor Canadian Network Management 
(See Note 17). The concentration of risk from other customers is limited by the large number of customers. 


Property, Plant and Equipment 
Property, plant and equipment, including items financed through capital leases, are recorded at cost including, when applicable, salaries, 
employee benefits and interest costs incurred to finance construction. 

The cost of construction in progress is transferred to the appropriate asset category, based on the nature of the project, as construction 
projects are completed and/or equipment is placed in service. 

Investments in cable systems correspond to the Corporation’s share of the cost of the systems as well as indefeasible rights of use 
which it holds in international cables held by third parties. 

Depreciation is calculated using the straight-line method over the expected useful life of the property, plant and equipment. The 
Corporation periodically reviews and adjusts the useful lives assigned to property, plant and equipment to ensure that depreciation 
charges provide appropriate recovery of capital costs over the estimated physical and technological lives of the assets. 

The estimated useful lives of property, plant and equipment are as follows (See Note 5): 


Telecommunications equipment 5 to 35 years 
Buildings, plant and equipment 3 to 40 years 
Cable systems 15 years 
Satellite systems 7 to 13 years 
Computer software and equipment 3 to 5 years 
Cable ships and submersible craft 7 to 21 years 
Leasehold improvements and other Term of the lease 


Each year, the Corporation assesses the impairment of property, plant and equipment, and when events or changes in circumstances 
indicate that the carrying value may not be recoverable, a determination of impairment is made based on estimates of future cash flows. 
Any gain or loss resulting from the sale or retirement of property, plant and equipment is charged to income for the year. Maintenance, 


_ repairs and reengineering costs are charged to expense as incurred. 
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Intangibles 

Goodwill, which represents the excess purchase price over the fair value of the underlying net assets of acquired subsidiaries and 

businesses at the date of acquisition, and certain identifiable intangibles are amortized over periods ranging from 5 to 40 years on 

a straight-line basis. The accumulated amortization on intangibles was $75.1 and $30.8 as of December 31, 1998 and 1997, respectively. 
Each year, the Corporation assesses the impairment of intangibles, and when events or changes in circumstances indicate that the 

carrying value may not be recoverable, a determination of impairment is made based on estimates of future cash flows (see Note 5). 


m) Deferred Charges 


n 


— 


The following deferred charges are recorded at cost and amortized using the straight-line method over the following periods: 
Fiber-optic capacity Term of the leases (between 9 and 10 years) 
Franchise agreements Term of the agreements (between 15 and 22 years) 
Deferred development costs 3 years, from start of commercial operations 
Long-term debt issuance costs Term of the debt (between 8 and 30 years) 
Deferred exchange loss Term of the debt (between 8 and 30 years) 
Deferred development costs consist of expenditures incurred in new businesses prior to the commencement of commercial operations. 

Revenues realized during the pre-operating period are recorded as a reduction of the deferred expenditures. 

Each year, the Corporation assesses the impairment of deferred charges, and when events or changes in circumstances indicate that 

the carrying value may not be recoverable, a determination of impairment is made based on estimates of future cash flows (see Note 5). 


Pension Plans 

The Corporation has various contributory and non-contributory defined benefit pension plans and defined contribution retirement 
plans. For defined benefit pension plans, current service costs are recorded in income in the year the services are rendered, while past 
service costs as well as experience gains and losses which have not been recorded in income are amortized over the average remaining 
service life of the active employee group covered by the plans. The difference between the contributions paid and plan expenses is 
included under “Deferred charges and other” on the balance sheet. 


Unusual Items 


Unusual items for the years ended December 31, 1998 and 1997 are summarized as follows: 


Gain on Sale of interests in INMARSAT and Stratos Wireless Inc. $ - 

Write-down of Investments a 
Gain on Sale of CGI Group Inc. Shares (121.6) 

Globesystem Atlantic™ Impairment 92.8 

Optel Impairment 22.0 

___ Odyssey™ Project Abandonment 24.5 

$e, 


* 


Gain on Sale of interests in INMARSAT and Stratos Wireless Inc. 

On September 10, 1998, the Corporation sold the assets comprising all of its INMARSAT mobile satellite communication services for 
a total consideration of $84.7 and recorded a gain on disposal of $23.4. These assets include the Corporation’s interest and signatory 
status in INMARSAT, its interest in a joint venture which provides INMARSAT B&M global services, its interest in the SATELLITE 
AIRCOM consortium as well as two tracking, telemetry and command stations used in the positioning and tracking of INMARSAT satellites 
(See Note 3a). As part of this transaction, the Corporation also sold its 29.2% interest in Stratos. 


4. 


. Extraordinary Item 


Unusual Items (continued) 

b) Write-down of Investments 
In the third quarter of 1998, the Corporation wrote down to its net realizable value, its investment in Jazz Media Network and other 
projects undertaken by Teleglobe Media Enterprises. Accordingly, a charge of $9.1 was applied against income. 


c) Gain on Sale of CGI Group Inc. Shares 
On December 18, 1997, the Corporation reached an agreement with an underwriting syndicate to sell all its CGI Group Inc. (“CGI”) 
Class A subordinate shares, which the Corporation had acquired on the disposal of its Insurance Systems operations, for a total consider- 
ation of $241.6, net of related expenses, and recorded a gain on disposal of $121.6 (See Note 6). At the beginning of 1998, the agreement 
was modified and BCE Inc. (“BCE”) became a purchaser of 6 million of these shares. The transaction closed in early January 1998. 


d 


— 


Globesystem Atlantic Impairment 

In the fourth quarter of 1997, the Corporation abandoned the venture accounting method previously applied to the inventory capacity 
it held for resale in the Globesystem Atlantic cable system, as the loss on the project could be estimated. A non-cash charge of $92.8 was 
recorded in 1997. 


e 


~— 


Optel Impairment 

In 1997, the Corporation wrote down to its net realizable value its net investment, including a loan receivable, in Optel, a company 
involved with the sale of cable system capacity in Globesystem Atlantic, in which the Corporation owned a 20% equity interest. Accordingly, 
a non-cash charge of $22.0 was recorded in 1997. 


f) Odyssey Project Abandonment 
In December 1997, the Odyssey project was abandoned following the withdrawal of the Corporation’s partner. Capitalized costs of 


$24.5 were charged to income. 


Following the expiry of TCI’s exclusive mandate as the sole provider of facilities-based overseas telecommunication services in Canada on 
October 1, 1998, the Corporation recorded a non-cash charge in the fourth quarter of 1998, related to a write-down in the carrying value 
of certain assets of $389.8. Management's estimate of the Corporation’s fair value of operating assets resulted in a reduction in the book 


value of the assets as follows: 


Write-down of property, plant and equipment $334.1 
Write-down of intangibles 24.2 
Write-down of deferred charges and other 315 

$389.8 


The fair value of the assets was determined by estimating the present value of future cash flows to be generated from those operations 
that were subject to the exclusive mandate on facilities-based overseas telecommunications in Canada. In light of continued trends in 
technological innovation and asset replacement and the introduction of significant competition in the international telecommuni- 
cations market, the Corporation reviewed and adjusted the estimated useful lives of certain telecommunications equipment previously 
ranging from 5 to 15 years, to 5 to 7 years, and cable systems previously ranging from 14 to 20 years, to 15 years. 


Discontinued Operations 
In the third quarter of 1997, the Corporation adopted a plan to dispose of its Insurance Systems operations. On October 22, 1997, 


the Corporation sold all its shares in its Insurance Systems operations to CGI for a cash consideration of $20.0 and 5.3 million CGI Class A 
subordinate shares. These shares were subsequently split on a two-for-one basis. 

The net income of the Insurance Systems operations for the years ended December 31, 1997 and 1996 has been reclassified under discon- 
tinued operations in the consolidated statements of operations. Revenues from discontinued operations were $138.3 and $151.5 in 1997 


and 1996, respectively. 
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| 7. Income Taxes 


ments of operations: 


Amounts computed at statutory rates 
Increase (decrease) resulting from: 


Amortization of goodwill 
Disallowed depreciation and other 
Current year losses for which no tax benefit was recorded 
Current year unusual items for which no tax benefit was recorded 
Other 


The components of the provision for income taxes are as follows: 


Canadian ~ 
Current taxes 
_ Deferred taxes 


Foreign 
Current taxes 


Prior years’ losses utilized during the year, for which no tax benefit was recorded | 


Following is a reconciliation between taxes computed by applying the Canadian statutory federal and provincial income tax rate of 39.2% 
to income from continuing operations before income taxes and extraordinary item, and income taxes provided in the consolidated state- 


1997, 1996 
$101.2 $72.4 
8.8 (1.0) 
110.0 71.4 
0.3 0.6 
$110.3 $72.0 


As of December 31, 1998, cumulative undistributed earnings from foreign subsidiaries were primarily related to EXCEL. No provision 
for Canadian income taxes has been made since the Corporation considers the undistributed earnings to be permanently invested in 


the U.S. 


No recognition has been given to potential income tax savings which may result from corporate entities in the group claiming, for 


income tax purposes, net operating losses of limited use amounting to $65.7 which will expire in varying annual amounts through 2012, 
and net capital losses of limited use amounting to $113.3, of which $92.4 has no expiry date and the balance of $20.9 will expire in 2002. 


8. Accounts Receivable 


Trade accounts receivable 
Receivable from the sale of CGI shares 
Current portion of long-term receivables 


| 9. Investments 


Investments at equity 


Investments at cost 


1997 
$489.4 
246.6 
4.6 
$740.6 


1997 
$13.9 


10.iInvestments in Joint Ventures 


The Corporation’s consolidated financial position and results of operations include the impact of the joint ventures, as follows: 


Current assets 
Long-term assets 
Current liabilities 
Long-term liabilities 
Revenues 

Operating expenses 
Net income 


29.5 


The following table provides the summarized changes in financial position from operating, investing and financing activities of the 


joint ventures. 


Net cash provided by activities of continuing operations — 
Net cash used in investing activities 
Net cash used in financing activities 


Decrease in cash and cash equivalents 


11.Property, Plant and Equipment 


ee 1997 

| Accumulated 
Cost | amortization 
Land $reg $ = 
Telecommunications equipment 585.2 349.0 
Buildings, plant and equipment 235.2 74.3 
Cable systems 639.4 176.4 
Satellite systems 155.4 64.2 
Computer software and equipment 44.9 24.8 
Cable ships and submersible craft E1229: 3721 
Leasehold improvements and other 13.4 4.8 
Construction in progress 203.5 ~ 
$1,997.6 $ 730.6 

Property, plant and equipment, net $1,267.0 


Total interest cost was $52.2 and $47.7 in 1998 and 1997, respectively. Of these amounts, $2.7 and $4.8 have been capitalized as property, 


plant and equipment in 1998 and 1997, respectively. 


12.Deferred Charges and Other 


Fiber-optic capacity 
Franchise agreements 
Deferred development costs 
Long-term receivables 


Prepaid pension asset 
Long-term debt issuance cost 
Deferred exchange loss 
Other 
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13.Short-term Credit Facilities 


a) Operating Line of Credit 


b 


~— 


In the course of its operations, TCI can avail itself of a renewable term credit facility for a maximum of $20.0. This unsecured facility 
is repayable at any time and bears interest at rates based on either the rate of bankers’ acceptances plus 0.25% or bank prime rate for 
amounts drawn in Canadian dollars, or on LIBOR (London Interbank Offered Rate) plus 0.25% or the U.S. base rate for amounts 
drawn in U.S. dollars. TCI can also issue letters of credit at a cost of 0.25%. 

The operating line of credit is for a one-year period. Six months prior to maturity, the lenders may agree to extend the maturity 
date for an additional six-month period. 


Promissory Notes 
TCI is authorized to issue up to $150.0 of promissory notes (commercial paper) which are supported by a revolving credit facility of 
up to $100.0. This unsecured facility is repayable at any time and bears interest at rates based on dither the rate of bankers’ acceptances 
plus 0.25% or bank prime rate for amounts drawn in Canadian dollars, or on LIBOR plus 0.25% or the U.S. base rate for amounts 
drawn in U.S. dollars. 

At December 31, 1998, TCI has $100.0 of promissory notes outstanding. 

The revolving credit facility is for a one-year period. Six months prior to maturity, the lenders may agree to extend the maturity 
date for an additional six-month period. 


14. Long-term Debt 


1998 1997 
Teleglobe Canada Inc. 
Debentures, 8.00%, maturing in 2026 $ 100.0 $100.0 
Debentures, 8.35%, maturing in 2003 125.0 125.0 
Debentures, 8.85%, maturing in 2002 125.0 | 125.0 
Share of INTELSAT bonds (US$19.5 in 1998; US$15.5 in 1997), 6.625% to 8.375%, 
maturing in 2000 to 2005 29.9 Died 
Share of INMARSAT long-term debt under capital lease agreements (US$7.0 in 1997) 
5.0% to 6.0%, maturing from 2002 to 2006 - 10.0 
379.9 382.2 
Teleglobe Marine (U.S.) Inc. 
Senior notes, (US$53.6 in 1998; US$56.3 in 1997), 7.05%, maturing in 2013 82.5 80.5 
Subordinated notes, (US$18.0 in 1998; US$20.5 in 1997), 7.12%, maturing in 2004 27.6 29.4 
110.1 109.9 
EXCEL 
Credit facility (US$407.0), effective rate of 6.18%, maturing in 2002 625.8 - 
Other 3.4 - 
629.2 ES 
Teleglobe Mobile Partners 
Share of ORBCOMM Global, L.P., (US$85.0 in 1998 and in 1997) 
14.0% senior notes due in 2004 130.7 pete InG 
Other 0.9 1.6 
Total long-term debt 1,250.8 615.3 
Less: Current portion 10.7 9.8 
$1,240.1 $605.5 


a 


~— 


Teleglobe Inc. - Credit Facility 
The Corporation has a credit facility of $365.0 (or U.S. dollar equivalent) with a syndicate of Canadian financial institutions that matures 
in 2002. The facility is unsecured and is divided in two tranches: 
- A revolving-term credit facility of up to $345.0 (or U.S. dollar equivalent) made available for general corporate purposes; 
A revolving-term credit facility of up to $20.0 (or U.S. dollar equivalent) made available to the Corporation for general 
working capital purposes. 


Print 


14. Long-term Debt (continued) 
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c) 


d) 


e 
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f) 


Interest rates on this facility are based on bankers’ acceptances plus 0.22% or bank prime rate for drawdowns in Canadian dollars, or 
on LIBOR plus 0.22% or U.S. base rate for drawdowns in U.S. dollars. The Corporation can also issue letters of credit at a cost of 0.22%. 
At December 31, 1998 and 1997, this credit facility was unused. 


Teleglobe Canada Inc. 

i) Term Credit Facility 
TCI had a term credit facility of $49.0 with Canadian financial institutions. This non-revolving reducing-term facility was repayable 
in quarterly installments of $0.5 until expiration in 2001. In August 1997, the credit facility was converted to a revolving reducing- 
term facility by an amendment to the original credit agreement. The credit facility bears interest at rates based either on bankers’ 
acceptances plus 1.375%, bank prime rate plus 0.50% or the lenders’ cost of loans plus 1.375%. The facility is secured by TCI’s shares 
in 1000 de La Gauchetiére West Building Inc. for a principal amount of $59.0 plus interest on such amount, compounded annually 
at the rate of 20% per annum. As of December 31, 1998 and 1997, this term credit facility was unused. 

ii) Debentures 
The 8.00%, 8.35% and 8.85% debentures issued in 1996, 1993 and 1992, respectively are unsecured and redeemable at any time 
by TCI. They were each issued under a trust indenture providing for the creation of a debenture in the principal amount of $300.0. 


Teleglobe Marine (U.S.) Inc. - Senior and Subordinated Notes 
Teleglobe Marine (U.S.) Inc. senior and subordinated notes, 7.05% and 7.12%, are secured by an interest in five cable ships which are 
owned through limited partnerships with a subsidiary of Tyco International Ltd. 


EXCEL 

Borrowings under this US$1,000.0 (CDN$1,537.5, at December 31, 1998) credit facility are available for general corporate purposes 
including acquisitions and are subject to various financial covenants. The facility is secured by the common shares of various subsidiaries 
of EXCEL. The interest rate on the credit facility is based on EXCEL’ prevailing debt ratio and ranges on a Eurodollar (LIBOR) option 
from a spread of 0.625% to 1.75%, and oma Base (Prime) Rate option from a spread of 0% to 0.50%. Total borrowings availability 
under the credit facility reduces to US$800.0 (CDN$1,230.0, at December 31, 1998) on September 30, 2000, and to US$500.0 (CDN$768.8, 
at December 31, 1998) on September 30, 2001, and the credit facility expires on September 30, 2002. 


Teleglobe Mobile Partners - Senior notes 

In 1996, ORBCOMM issued US$170.0 (CDN$261.4, at December 31, 1998) of 14% senior notes, due in 2004, with revenue participa- 
tion interest equal to 5.0% of the ORBCOMM system revenues. The notes are fully and unconditionally guaranteed on 
a joint and several basis by the joint venture partners including Teleglobe Mobile Partners (“TMP”), an indirect subsidiary of the 
Corporation. The guarantees are non-recourse to the shareholders and partners of the guarantors. 


Long-term Debt Maturities 


1999 Cy yy 
2000 ils) 
2001 10.3 
2002 766.1 
2003 134.5 
Thereafter 314.0 

$1,250.8 


A portion of long-term debt is subject to interest rate swaps as described in Note 18 — Financial Instruments. 
Interest expense on long-term debt amounted to $46.9 in 1998, $45.1 in 1997 and $53.0 in 1996. The Corporation is required to and 
did maintain certain financial ratios under its various loan agreements, both on a consolidated and unconsolidated basis. 


15.Share Capital 
The Corporation is authorized to issue an unlimited number of common shares, Class A non-voting shares and preferred shares, all without 


nominal or par value. A two-for-one stock split was effected on the common shares on June 15, 1998. Accordingly, all information relating 
to common shares, including per share data, for the current and prior periods has been restated to reflect the stock split retroactively. 
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15.Share Capital (continued) 


The rights attached to the Class A non-voting shares are identical to those of the common shares except for the fact that they are 
non-voting. At December 31, 1998 and 1997, there were no Class A non-voting shares outstanding. 

The first series preferred shares are non-voting and convertible at any time, at the option of the holder, into an equal number of common 
shares. No dividend may be declared on the common shares and Class A non-voting shares unless an equal and rateable dividend has been 
declared on the first series preferred shares. The holders of first series preferred shares are entitled to receive capital and any dividends 
declared thereon before holders of common shares and Class A non-voting shares in the event of liquidation, but otherwise the shares 
rank equally with the common shares. The first series preferred shares were deemed to be equivalent to common shares for purposes of 
calculating earnings per share. In June 1998, all of the outstanding first series preferred shares were converted into an equal number of common 
shares. A two-for-one stock split was effected on the first series preferred shares on June 15, 1998. Accordingly, all information relating to. 
the first series preferred shares for the current and prior periods has been restated to reflect the first series preferred shares stock split retroactively. 

The second series preferred shares entitled shareholders to fixed cumulative dividends at a rate of 8% per annum. The shares were 
non-voting and convertible at any time based on a conversion price of $10.75 per common share. They were retractable on May 1, 1997 
and redeemable from May 2, 1997 at a price of $25.00 per share. During 1997, all such outstanding shares were converted or redeemed. 
When issued and outstanding, the second series preferred shares were classified as compound instruments. 

The third series preferred shares entitle shareholders to fixed cumulative dividends at a rate of 5.4% per annum. The shares are 
non-voting and are, at the Corporation’s option on or after April 1, 2001, redeemable for cash at $25.00 per share or convertible into common 
shares of the Corporation determined by dividing $25.00 by the greater of $3.00 and 95% of the weighted average trading price of the common 
shares at the time of conversion. On or after May 1, 2001, subject to the preemptive right of the Corporation to redeem for cash or to find 
substitute purchasers at $25.00 per share, the shares are convertible at the option of the holder into common shares of the Corporation 
based on the same formula used for redemption. At any time, the Corporation may offer shareholders the right to convert into a further 
series of preferred shares on a one-for-one basis. 

Share capital issued and outstanding and changes in share capital are as follows: 


Number Amount 
First series preferred shares 
Balance, December 31, 1997 2,570,000 Ro EMO) 
Conversion to common shares (2,570,000) (18.0) 
Balance, December 31, 1998 - $ - 
Third series preferred shares 5,000,000 $ 125.0 
Common shares 
Balance, December 31, 1995 113,968,888 $ 542.8 
Changes during 1996 
Exercise of options 389,178 2.8 
Conversion of second series preferred shares 73,078 0.4 
Repurchase for cash (1,111,400) (5.2) 
Balance, December 31, 1996 113,319,744 540.8 - 
Changes during 1997 
Exercise of options 254,090 ier 
Conversion of second series preferred shares 13,874,190 74.6 
Repurchase for cash (75,436) (0.4) . 
Balance, December 31, 1997 127,372,588 616.7 
Changes during 1998 
Issuance of common shares for EXCEL acquisition 117,627,338 5,175.6 
Issuance of common shares 5,400,000 218.2 
Exercise of options 883,012 11.8 
Conversion of first series preferred shares 2,570,000 18.0 
Repurchase for cash (713,200) (3.5) 
Balance, December 31, 1998 253,1395738" $6,036.8 
Common shares reserved for: 
Options, issued to employees and directors at prices ranging from US$0.50 per share 
(CDN$0.77, at December 31, 1998) to US$29.61 per share (CDN$45.53, at December 31, 1998), 
exercisable by installments over periods extending to 7 years (there were 6,054,292 options 
exercisable at December 31, 1998) 14,252,431 


16. 


17. 


Pension Plans 


The Corporation and certain of its subsidiaries have contributory and non-contributory defined benefit plans which provide pensions 


based on length of service and average earnings. Additionally, under a program discontinued in April 1995, the retiring employees of TCI 


are paid a benefit based on unused sick leave and length of service. 


In addition to these pension plans, the Corporation and certain of its subsidiaries maintain capital accumulation plans qualifying under 


the provisions of Section 401(k) of the Internal Revenue Code enabling qualified employees to contribute on a tax deferred basis. 


Actuarial reports prepared during the year, which were based on projections of employees’ compensation levels to the time of retirement, 
indicate that the present value of accrued pension benefits as of December 31, 1998 was $113.2 ($110.4, as of December 31, 1997) and that the 
net assets available to provide for these benefits, at adjusted market value as of December 31, 1998, were $170.1 ($146.6, as of December 31, 1997). 

The cumulative difference of $16.4 as of December 31, 1998 ($13.0, as of December 31, 1997) between the funding contributions and 
the amounts expensed is included under “Deferred charges and other” on the consolidated balance sheet. The pension expense was $2.0, 
$3.8 and $2.7 for 1998, 1997 and 1996, respectively. 


Related-party Transactions 


The Corporation concluded the following transactions at exchange value with related parties in the normal course of business. 


Nature of transaction 


Party with the related party _ 
BCE and Equipment leasing, acquisition of 
its affiliates services, financing fees and other 
Joint Sales of equipment 
Ventures 
Sales of services 
Acquisition of services 
Rental of head office premises 
Company Management services 
subject to Sales of services 
significant 
influence Acquisition of services 
Stentor Sales of services 
Canadian 
Network Acquisition of services 
Management Acquisition of services 
Lease of domestic fiber-optic capacity 
Stentor Lease of domestic fiber-optic capacity 
Resource 
Centre Inc. 


Classification in the 
Corporation’s consolidated 
financial statements 


Operating expenses, 
property, plant and 
equipment, and other 
current assets 


Property, plant and 
equipment 

Operating expenses 
Operating expenses 
Operating expenses 


Operating expenses 
Telecommunication revenues | 
from related parties 
Telecommunication revenues | 
from related parties 


Telecommunication revenues | 
from related parties 
Operating expenses 
Deferred charges and other 
Deferred charges and other 


Deferred charges and other 


1997 1996 
$:13.1 $ 11.2 
(4.2) (3.1) 
(9.2) | (6.6) 
25.0 21st 
11.3 10.9 
1.1 0.5 
0.8 ‘1 
(1.7) (1.2) 
557.6 563.4 
72.1 83.5 
14.8 20.0 
30.4 s 
sees 
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Amounts owed to or receivable from related parties as of December 31, were as follows: 


Classification in the Corporation’s 


1) Gee ee ee a % consolidated financial statements 1997 
BCE and its affiliates Accounts payable to related parties $ 0.9 
Joint Ventures Accounts payable to related parties 3.0 
Company subject to significant influence Accounts payable to related parties Dip 
Stentor Canadian Network Management Accounts receivable from related parties ihoioye | 

Accounts payable to related parties 7.4 
Stentor Resource Centre Inc. Accounts payable to related parties 30.4 


a) BCE and its affiliates 

Bell Canada, Newtel Enterprises Limited, Northwestel Inc., Télébec Ltée and Northern Telephone Limited are subsidiaries of BCE and pro- 
vide, either directly or through subsidiaries, telephone services in Ontario, Québec, Newfoundland, British Columbia, the Yukon and the 
Northwest Territories. New Brunswick Telephone Company Limited, Maritime Tel and Tel Limited and Island Telephone Company Limited 
are associated with BCE and provide telephone services in New Brunswick, Nova Scotia and Prince Edward Island, respectively. 

Five of the companies noted above have entered into an agreement with TCI for the provision of telecommunication services. 
A significant portion of income relating to foreign traffic originating in Canada is generated by such companies under the terms of such 
agreements. Moreover, TCI compensates such companies for international traffic carried in Canada. 

TCI has transactions with a telecommunications company in the BCE Group, Bell Canada, either directly or indirectly through 
Stentor. Moreover, TCI transacts with a manufacturer in the BCE Group, Northern Telecom Canada Limited. 


b) Joint Ventures 
TCI has reached various agreements with BCE regarding the operation of an office building. TCI uses the satellite space segments of 
the INTELSAT joint venture. 


Financial Instruments 
The Corporation operates internationally and is therefore exposed to market risks related to foreign currency fluctuations. To reduce these 


risks, it uses derivative financial instruments such as forward exchange contracts, foreign currency swap contracts and foreign currency 
denominated options, principally in U.S. dollars and in special drawing rights. To manage risks related to interest rates, the Corporation 
uses interest rate swaps. It does not hold or issue derivative financial instruments for commercial or speculative purposes. Derivative financial © 
instruments are subject to standard credit terms and conditions, financial controls, management and risk monitoring procedures. 


a) Credit Risks 
The Corporation is exposed to credit risks in the event where third parties fail to perform their obligations under derivative financial 
instruments. The Corporation does not have any additional guarantees or security regarding derivative financial instruments with a 
credit risk. However, to reduce these risks, the Corporation diversifies its exchange contracts and interest rate swaps by dealing with 
financial institutions having a credit rating at least equal to its own. Accordingly, management does not foresee that the parties with 
which it transacts financial instruments will fail to fulfill their obligations given their high creditworthiness. 


b) Foreign Currency Risk 
The Corporation uses derivative financial instruments to hedge its revenues, expenses and monetary items recorded in foreign currencies 
when the probability of their realization is high and their major expected characteristics and execution conditions are identified. Such 
revenues, expenses and monetary items are recognized within one year. The duration of derivative financial instruments is less than 
one year. Unrecognized gains or losses on these contracts are determined using market rates prevailing at the balance sheet date, which 
are obtained from the Corporation’s financial institutions, and are as follows: 


Recognition within one year 


18. Financial Instruments (continued) 


°) 


Interest Rate Risk 


_ The Corporation concluded interest rate swaps for a par value of $100.0 with several financial institutions for periods ending in March 


d 


— 


2000 ($50.0) and February 2002 ($50.0). In return, it will, on a semi-annual basis, receive an average fixed interest rate of 5.365% and 
pay interest based on a three-month bankers’ acceptance rate. As of December 31, 1998, the average bankers’ acceptance rate relating 
to the Corporation’s swaps was 5.072% (4.283% in 1997). 


Fair Value of Financial Instruments 
The fair value of cash and cash equivalents, accounts receivable, accounts payable, accrued liabilities and short-term credit facilities is 
comparable to the carrying amount thereof, given as they will mature shortly. 

The fair value of long-term debt is determined by discounting future cash flows using rates representing those which the Corporation 
could currently obtain, at market rates, for loans with similar terms, conditions and maturities. 

The fair value of various derivative financial instruments is determined based on market rates prevailing at the balance sheet date 
obtained from the Corporation’s financial institutions for similar financial instruments. 

As at December 31, the carrying amount of all financial instruments was similar to their fair value, with the following exceptions: 


1998 1997 
Carrying Fair Carrying Fair 
amount value amount value 
Financial liability: 
Long-term debt $1,250.8 $1,321.1 $ 615.3 $ 681.3 
~ Off balance sheet instruments: 

Forward exchange contracts ? = = 71.5 71.0 
Foreign currency swap contracts = = = 0.3 
Interest rate swap contracts el = 0.9 = 0.4 


t 


19.Commitments and Contingencies 


a) Contracts for Services and Operating Leases 
The Corporation has the following commitments under contracts for services and operating leases for property, plant and equipment: 
1999 $304.8 
2000 116.3 
2001 86.9 
2002 75.9 
2003 69.3 
Thereafter 232.3 
$885.5 


b) Transmission Line Leases 


The Corporation, through its EXCEL subsidiary, leases transmission lines from a variety of facilities-based and resale long distance carriers. 
The Corporation’s contracts with these entities typically have terms ranging from 12 to 60 months. The Corporation supplements its 


_ leased “on-network” capacity with “off-net” services from a variety of resale and facilities-based long distance carriers. 


°) 


Interconnection Agreement with Stentor 

Effective January 1, 1998, the Corporation, Stentor Resource Centre Inc. and each of the members of the Stentor alliance entered into 
‘new agreements for the continuing supply of services between the parties. The new agreements replaced or modified previously existing 
agreements. The agreed-upon terms include commitments by Stentor for the routing of certain proportions of Stentor’s international 


- traffic over the Corporation’s switched network for the years 1998 to 2000, subject to the Corporation offering Stentor competitive 


pricing conditions. The parties also agreed on terms for the termination by Stentor in Canada of certain proportions of the Corporation's 
incoming international traffic for the years 1998 to 2000, subject to minimum price reductions by Stentor in 1998 and other competitive 


pricing conditions. 
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19. Commitments and Contingencies (continued) 


d) 


e) 


f) 


9) 


In addition, the parties entered into a new agreement with respect to the Canada Direct™ trademark and service, which will expire 
in 2002, and modified the terms of Stentor’s supply to the Corporation of leased Canadian fiber ring facilities which form part of the 
Corporation’s network. This agreement will expire in 2005. The main interconnection agreement is subject to the approval of the CRTC. 

In September 1998, the eleven major telephone companies, members of the Stentor Alliance, announced a restructuring of Stentor 
effective January 1, 1999. Such restructuring has no material impact on the new agreements which were signed individually by each 
member company. 


Carrier Agreements 

The Corporation, through its EXCEL operations, currently has agreements with Frontier, IXC Long Distance Inc. and MCI WorldCom 
to provide switching services and network transmission of its long distance traffic. The agreements with IXC Long Distance Inc. 
and MCI WorldCom each contain minimum usage commitments, while the agreement with Frontier provides for Frontier to be the exclu- 
sive carrier for certain calling card calls and personal 800 service. The Corporation is currently meeting all minimum commitments 
under these contracts. 


Network and Telecommunications Capacity Exchanges 

From time to time, the Corporation enters into agreements to acquire telecommunications capacity rights from unrelated third parties 
in exchange for telecommunications capacity rights with regard to the Corporation’s network. Certain exchange agreements provide for 
liquidated damages to be carried against the Corporation in the event the Corporation fails to deliver the telecommunications capacity 
in accordance with the agreed-upon timetables. The Corporation is currently meeting its obligations as required. 


Other 
Contractual commitments outstanding as of December 31, 1998 which relate to construction projects amounted to approximately $89.1 
($138.7 in 1997), including the Corporation’s share in the various joint ventures. 

The Corporation leases certain office equipment, office space and circuit capacity under operating leases. Total expenses for the 
years ended December 31, 1998, 1997 and 1996 were approximately $107.2, $84.8, and $73.1, respectively. 


Contingencies 

i) Litigation 
On August 30, 1996, AT&T filed suit in the United States District Court for the District of Delaware against EXCEL and its subsidiaries, 
Excel Communications Marketing Inc. and Excel Telecommunications, Inc., alleging past and continued infringement of a single 
patent without specifying the amount of damages. The court granted summary judgement in favor of EXCEL on March 27, 1998. 
The court held that the patent is invalid because it relates to unpatentable subject matter under U.S. patent laws. On July 7, 1998, 
AT&T filed an appeal seeking to overturn the ruling. The oral argument on the appeal occurred on January 6, 1999. As of the date 
of the auditors’ report, no ruling has been made by the Court of Appeals. Based upon the information available, the Corporation 
does not believe that these claims will have a material adverse effect on its results of operations or financial position; however, should 
an unfavorable outcome result in this matter, it could have a material adverse effect upon the Corporation’s consolidated results of 
operations or financial position. 

Various other lawsuits and claims are pending by and against the Corporation. It is the opinion of management and supported 
by counsel that final determination of these claims will not have a material adverse effect on the consolidated financial position or 
results of operations of the Corporation. 

ii) Other 
Various governmental agencies monitor direct selling activities, and EXCEL has occasionally been requested to supply information 
regarding its marketing plan to certain of such agencies. The Corporation believes that its network marketing system is in substantial 
compliance with laws and regulations of each state relating to direct selling activities. 

iii) Uncertainty Due to the Year 2000 Issue 
The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. Date-sensitive systems 
may recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 2000 dates is processed. 
In addition, similar problems may arise in some systems which use certain dates in 1999 to represent something other than a date. 
The effect of the Year 2000 Issue may be experienced before , on, or after January 1, 2000, and if not addressed, the impact on operations 
and financial reporting may range from minor errors to significant systems failure which could affect the Corporation’s ability to 
conduct normal business operations. It is not possible to be certain that all aspects of the Year 2000 Issue affecting the Corporation, 
including those related to customers, suppliers, or other third parties, will be fully resolved. 


Prin 


| 20.Segment Information 

The Corporation manages its operations based on four strategic business units: TCC, EXCEL, Teleglobe World Mobility (“TWM”) and 
Teleglobe Enterprises (“TE”). These units are segregated based on the different products and services that they provide. TCC provides on 
a worldwide basis international services, mainly telephone and data telecommunications and other services such as Internet connectivity, 


fe leased circuits as well as broadcast services. Revenues from Stentor are recorded in TCC. EXCEL provides mainly long-distance telecom- 
munication services to both residential and commercial customers in the U.S. TWM includes the investment of the Corporation in the 
ORBCOMM digital satellite telecommunications system, which is accounted for on a proportionate consolidation basis. TE includes 
primarily the participation of the Corporation in the ownership of five cable ships accounted for on a proportionate consolidation basis, 
and Look Communications Inc., which is accounted for under the equity method. The accounting policies for the segments are the same 


Unallocated 
1998 LCC EXCEL TWM TE amounts Total 
Revenues 
Telephony — Canadian outbound $ 669.2 $ = S- oS So $ 669.2 
Telephony — International market 
| Canadian inbound 271.8 - ~ - - 271.8 
Global 987.3 = = = = 987.3 
Telephony U.S. — presubscribed 
| and casual calling ts 280.0 - a “ 280.0 
| Telephony U.S. — commercial - 37.8 - - - 37.8 
| Telephony U.S. — wholesale - 24.2 - - - 24.2 
Transmission and data 299.0 - = - - 299.0 
Marketing services - 15.4 - - ~ 15.4 
| Other _ = = = 27.2 . 27.2 
i Total 2,227.3 357.4 = 27.2 ES 2,611.9 
Interest expense 33.3 5.8 0.3 Tf, 2.4 49.5 
Interest and other income 7.0 0.1 = 15 7.0 15.6 
Depreciation and amortization 134.9 22.8 2g 7.4 3.0 171.0 
Unusual items - - (23.4) 9.1 = (14.3) 
Equity in income of 
affiliated companies - - 0.7 - - 0.7 
Segment profit 340.2 (38.9) (0.2) 2.7 (7.9) 295.9 
Income taxes - - - - (96.5) (96.5) 
Extraordinary item, net 265.6 - = - - 265.6 
Net income (loss) 74.6 (38.9) (0.2) 27. (104.4) (66.2) 
Segment assets 1,714.1 6,522.5 657.9 132.3 45.3 9,072.1 
Investments at equity - - (9.4) 34.7 11.5 36.8 
Capital expenditures, 
including intangibles 461.8 5,398.8 119.7 0.2 0.9 5,981.4 


as those followed by the Corporation as a whole (see Note 3). All intersegment transactions are eliminated upon consolidation. 
The following tables present information about reported segment profits and assets as well as information by geographic area: 
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220.Segment Information (continued) _ 


Unallocated 
1997 _ TCC TWM TE amounts Total 
Revenues | 
Telephony — Canadian outbound $ 748.2 | S isa Sake See $ 748.2 
Telephony — International market 
Canadian inbound 330.2 - = - 330.2 
Global 776.3 = = - 776.3 
Transmission and data 106.0 - re ~ 106.0 
Other - - PEED) - 272 
Total 1,960.7 - 2712 - 1,987.9 
~~ Interest expense 32.7 0.5 77 pn 43.0 
Interest and other income (expense) 3.5 (4.6) 2.4 6.3 7.6 
Depreciation and amortization 1172 3.1 6.3 3.0 129.6 
Unusual items 114.8 24.5 - (121.6) Wz, 
Equity in losses of affiliated companies - (0.7) (0.9) - (1.6) 
Segment profit (loss) 122.3 (20.3) 13.6 1134 228.7 
Income taxes - - - (110.3) (110.3) 
Income from discontinued operations, net - _ - 3. Bes, 
Gain on disposal of discontinued operations, net - _ - 18.4 18.4 
Net income (loss) 122.3 (20.3) 13.6 24.9 140.5 
Segment assets 1,756.1 347.8 113.8 366.3 2,584.0 
Investments at equity = 7.6 6.3 = 1339 
Capital expenditures, including intangibles | 145.0 ie! - 0.5 22a) 
ue 
Unallocated 
1996 LEE TWM TE amounts Total 
Revenues 
Telephony — Canadian outbound $ 702.0 oo $ - $. = $ 702.0 
Telephony — International market 
Canadian inbound 361.6 ~ — ~ 361.6 
Global 399.2 - - - 3992 
Transmission and data 522. - - - 5222 
Other 19.0 28.7 - 47.7 
Total Si ee 
Interest expense 27.0 0.2 8.0 11.0 46.2 
Interest and other income 8.0 0.6 0.1 3.1 11.8 
Depreciation and amortization 150.8 Mes) 6.8 Ie) 163.4 
Equity in losses of affiliated companies - (0.3) (1.1) _ (1.4) 
Segment profit (loss) 181.6 5.1 10.9 (18.0) 179.6 
Income taxes _ _ = (72.0) (72.0) 
Income from discontinued operations, net - - - 4.9 4.9 
Net income (loss) 181.6 Ball 10.9 (85.1) 1225 
Segment assets 1,607.2 299.0 101.9 302.3 2,310.4 
Investments at equity - 8.6 1.8 — 10.4 
Capital expenditures, including intangibles IWS) 58.7 1.6 ve] 133;3 
[dae ee le dled 
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20.Segment Information (continued) 


United 
Geographic information coi States Other | Total 
1998 | 
Revenues $704.4 | $ 778.1 $1,129.4 $2,611.9 
Property, plant and equipment 541.7 | 1,186.2 138.6 1,866.5 
Intangibles 56.6 5,416.4 = 5,473.0 
1997 | 
Revenues 689.1 | 388.1 910.7 1,987.9 
Property, plant and equipment 863.5 354.4 49.1 1,267.0 
Intangibles 83.7 | 6.3 - | 90.0 
1996 
Revenues 720.7 103.0 739.0 1,562.7 
Property, plant and equipment 883.6 220.6 3.4 1,107.6 
Intangibles [ 93. | 48.5 | - 141.6 


Revenues are attributed to different countries based on the point of origination of the telecommunications traffic. The reportable seg- 
ments have changed and the corresponding items for prior years have been reclassified. 
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Quarterly Results of Operations (Unaudited) 


The following table includes summarized quarterly financial data for each of the four quarters of 1998 and 1997. This quarterly 


information is unaudited, has been prepared on the same basis as the annual financial statements, and, in the opinion of the Corporation’s 


management, reflects all adjustments (consisting only of normal recurring adjustments) necessary for a fair presentation of the information 


for the periods presented. Operating results for any quarter are not necessarily indicative of results for any future period. 


1998 


Total revenues 

Total operating expenses 

Operatingincome __ 

Income from continuing operations before income 
taxes and extraordinary item 

Provision for income taxes 


Income from continuing operations 
before extraordinary item 

Extraordinary item, net 

Net income (loss) 

Preferred dividends 


Net income (loss) to common shareholders 
Basic earnings per share 

Continuing operations 

Extraordinary item, net 

Net income (loss) to common shareholders 
Basic weighted average common shares 
Diluted earnings per share 

Continuing operations 

Extraordinary item, net 

Net income (loss) to common shareholders 
Diluted weighted average common shares 


Dividends per common share 


(In millions of Canadian dollars, except share data) 


First 
Quarter 

$ 533.5 
458.9 

74.6 


68.0 
28.6 


39.4 


39.4 


(1.7) | 


37.7 


$ 0.29 


0.29 
129,751,858 


$ 0.29 
0.29 


133,375,508 
$ 0.075 


Second 
Quarter 

$ 574.8 
491.2 


83.6 100.6 


76.4 
31.4 


45.0 


45.0 
(1.7) 


$ 0.33 
0.33 
129,316,107 
$ 0.33 
0.33 
132,905,212 


$ 0.085 


Third 
Quarter 

$ 550.1 
449.5 


98.1 
32.9 


65.2 


65.2 
(1.7) 


43.3 63.5 


$ 0.49 
0.49 
129,337,762 
$ 0.37 
0.37 
136,319,722 
$ 0.085 


Fourth 
Quarter 

$ 953.5 
883.2 

70.3 


53.4 
3.6 


49.8 
265.6 
(215.8) 

(1.7) 
(217.5) 


$ 0.24 
(1.34) 
(1.10) 
197,665,235 


$ 0.24 
(1.34) 
(1.10) 
197,665,235 
$ 0.085 


Quarterly Results of Operations (Unaudited) (continued) 


1997 


(in millions of Canadian dollars, except share data) 


First Second Third Fourth 


Quarter Quarter Quarter Quarter 
Total revenues $ 422.6 |$ 474.7 |$ 514.1 |$ 576.5 


Total operating expenses ; e, 368.4 407.6 438.5 507.7 
Operating income ; 54.2 67.1 75.6 68.8 
Income from continuing operations | . 
before income taxes 44.5 55.6 69.9 58.7 
Provision for income taxes | 18.0 DS 31.4 35.4 
Income from continuing operations 26.5 30.1 = 38.5 23-3 
Income from discontinued operations, net Se, = 


Gain on disposal of discontinued operations, net — 18.4 
Net income : ei i 33.8 41.7 
Preferred dividends (1.7) ile (1.7) 
Net income to common shareholders ; Bor 36. 40.0 


Basic earnings per share 
Continuing operations , 0.22 : 0.17 
Discontinued operations, net 0.03 0.14 
Net income to common shareholders 0.22 0.25 0.28 0.31 

Basic weighted average common shares | 116,111,834 126,851,988 129,940,686 129,929,170 

Diluted earnings per share 
Continuing operations 0.20 0.22 0.28 | 0.16 
Discontinued operations, net = 0.02 = 0.14 
Net income to common shareholders 0.20 0.24 0.28 0.30 

Diluted weighted average common shares 132,562,532 | 132,559,246 | 132,565,516 | 133,273,344 

Dividends per common share $ 0.060 |$ 0.075 |$ 0.075 |$ 0.075 

iE os = _ eo 
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Selected Financial Data 


The following table sets forth selected consolidated financial data relating to the Corporation for each of the years between 1994 and 


1998, inclusively. 


Total revenues 
Total operating expenses _ 
Operating i income 


Income from continuing operations before 
income taxes and extraordinary item 
Provision for income taxes 


Income from continuing operations before 
extraordinary item 

Income from discontinued operations, net 

Gain on disposal of discontinued operations, net 

Income before extraordinary item 

Extraordinary item, net 


Net income (loss) 
Preferred dividends 
Net income (loss) to common shareholders 
Basic earnings per share 
Continuing operations before extraordinary item 
Discontinued operations, net 
Extraordinary item, net 
Net income (loss) to common shareholders 
Basic weighted average common shares 
Diluted earnings per share 
Continuing operations before extraordinary item 
Discontinued operations, net 
Extraordinary item, net 
Net income (loss) to common shareholders 
Diluted weighted average common shares 
Dividends per common share 
Total assets 
Long-term debt 
Shareholders’ equity 
Number of employees 
Telephone traffic, in millions of minutes 


Market price per common share’ 


Montreal and Toronto (in Canadian dollars) 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 
New York (in US dollars) 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 


For the years ended December 31, 


(In millions of Canadian dollars, except share data and minute data and number of employees) 


*1998 and 1997 figures have been adjusted to reflect the two-for-one stock split effected June 15, 1998. 


eae 

1997 1996 1995 1994 
1,987.9 1,562.7 |$ 1,398.3 | $ 1,364.8 
Vz 1,347.3 1,242.3 1,241.5 
Tt 265.7 215.4 156.0 IVES) 
228.7 179.6 122.6 111.6 

110.3 72.0 56.5 42.8 

118.4 107.6 66.1 68.8 

oul, 4.9 PUSH) 15.8 

18.4 = 

140.5 WES) 89.4 84.6 

140.5 15) 89.4 84.6 

(6.8) (6.8) (6.8) (5.4) 

13537, 105.7 82.6 I 

0.89 0.86 |$ 0.50 | $ 0.54 

0.17 0.04 0.20 0.14 

1.06 0.90 0.70 0.68 
125,757,054 116,595,410 116,364,134 116,158,860 
0.85 0.80 |$ 0.50 | $ 0.52 

0.17 0.04 0.16 0.10 

1.02 0.84 0.66 0.62 
133,324,162 133,502,532 146,847,318 146,055,250 
0.29 0.23 0.20 0.18 
2,584.0 2,310.4 2,080.3 1,934.4 
615.3 798.5 684.0 666.9 
1,114.5 93972 873.5 811.7 
1,204 1,882 1,804 1,899 

2,800 2,033 1,614 1,469 
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Inside this flap you will find Management’s Discussion and Analysis 
and the consolidated financial statements of Teleglobe Inc. prepared 


in Canadian dollars in accordance with generally accepted 


accounting principles in Canada (Canadian GAAP). 


The Teleglobe Foundation 


The Teleglobe Foundation*, a non-profit 


organization established in 1992, provides 
financial assistance to individuals and groups 
that initiate creative activities and projects 
aimed at developing closer ties between senior 
citizens and children. 

The Foundation financially supports several 
projects that bring seniors and children together 
in a spirit of mutual understanding and assistance. 
This benefits the children, who otherwise don’t 
always get the stimulation they need, as well as the 
seniors, who enjoy being surrounded by lively, 
enthusiastic youngsters and who like nothing 
better than an opportunity to share their wealth 
of knowledge and experience. As these two 
generations come into contact, a climate 
of trust develops that is conducive to forming 
a special bond. 

The Teleglobe Foundation pays special 
attention to small organizations that put forward 
projects based on volunteer work and mutual aid. 
It also attaches a great deal of importance to the 
duration of the projects, because time is obviously 
a key factor in forging meaningful ties between 
seniors and children. 


Teleglobe Foundation 

1000 de La Gauchetiére Street West 
Montréal (Québec) H3B 4X5 
Telephone: (514) 868-7644 

Fax: (514) 868-8144 


Revenue Canada registration no: 88634 6287 RR 001 


*Registered trade-mark of Teleglobe Inc.; used under license. 


Illustration: Marie-Héléne Sirois 
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